FINANCE COMMISSION OF TEXAS

MEETING DATES ..o ereisrremreresnensesisssssissssssesssrsssssesssssssssssssessssssas June 20, 2014

MEETING LOCATION ..ivcvnimnnsinnssnienneans . seeeenennenene State Finance Commission Bldg
William F. Aldridge Hearing Room
2601 North Lamar Boulevard

Austin, Texas 78705

CONTACT INFORMATION...cneeeeee .- . . .Phone: (512)936-6222
Email: Finance.Commission@fc.texas.gov
Website: www.fc.texas. gov

FUTURE MEETING DATES ...oovcvevrerrieneenane - «.August 15, 2014
-October 17,2014 .
December 12, 2014

#* The State of Texas fiscal year begins September 1 and ends August 31. The dates noted meet the minimum
statutory requirement of six meetings per calendar vear. Fin. Code §11.106

Meeting Accessibility. Under the Americans with Disabilities Act, the agency will accommodate special needs. Those requesting auxiliary
aids or services should notify the Texas Finance Commission Administrator several days priov to the meeting using the contact
information above by mail, telephone, or email.






CURRENT 2015 FINANCE
COMMISSION MEETING DATES

August 15, 2014
Qctober 17, 2014
December 12, 2014

PROPOSED 2015 FINANCE
COMMISSION MEETING DATES

February 20, 2015
April 17,2015
June 19, 2015

August 14, 2015
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AGENDA
Finance Commission of Texas

STRATEGIC PLANNING COMMITTEE MEETING

Friday, June 20, 2014
8:30 a.m.

_ Finance Commission Building
William F. Aldridge Hearing Room, 2601 N. Lamar Blvd.
Austin, Texas 78705 '

Public comment on any agenda item or issue under the jurisdiction of the Finance Commission agencies
is allowed unless the comment is in reference to a rule proposal for which the public comment period has
ended. However, upon majority vote of the Commission, public comment may be allowed related to final
rule adoption.

A. Discussion of and Possible Vote to Recommend that the Finance Commission Approve
the 2015-2019 Strategic Plans of the Texas Department of Banking, Office of Consumer
Credit Commissioner and the Texas Department of Savings and Mortgage Lending,

B. Discussion of the 2015-2019 Strategic Plan of the Texas Finance Commission.

NOTE: The Strategic Planning Commitiee may go into executive session (close its mé_eting to the
public) on any agenda item if appropriate and authorized by the Open Meetings Act, Texas
Govérnment Code, Chapter 531. , o

. Meeting Accessibility: Under the Americans with Disabilities Act, the Finance Commission will

accommodate special needs. Those requesting auxiliary aids or services should notify Cathey Richards,
Texas Department of Banking, 2601 North Lamar Boulevard, Austin, Texas 78705, (512) 475-1325, as
far in advance of the meeting as possible.

=1



A.

Finance Commission
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AGENDA

FINANCE COMMISSION MEETING
Friday, June 20, 2014

9:00 a.m. or Upon Adjournment of the
Strategic Planning Committee Meeting, Whichever is Later

Finance Commission Building
William F. Aldridge Hearing Room, 2601 N. Lamar Blvd.
Austin, Texas 78705

Section A.3 will take up the following agenda itemns with NO DISCUSSION as notated in bold and
ttalicized Al; A6; B2; D2,

Public comment on any agenda item or issue under the jurisdiction of the Finance Commission agencies is allowed unless the
comment is in reference to a rule proposal for which the public comment period has ended. However, upon majority vote of the
Commission, public comment may be allowed related to final rule adoption,

A, TINANCE COMMISSION MATTERS

1.

Review and Approval of the Minutes of the April 11, 2014, and April 17, 2014, Finance
Commission Meetings.

General Public Co.mment

Consent Agenda.

Finance .Commission Opefations — Legislative
Strategic Planning Committee Report

A. D1scusszon of and Poss:ble Vote Taking Action on the Finance Commission
Agencies® 2015 — 2019 Strategic Plans.

B. Discussion of the 2015-2019 Strategic Plan of the Texas Finance Commission,

Discitssion of and Possible Vote to Take Action on the Proposal and Publication for

. Comment of Amendments to 7 TAC, Part 8, Joint Financial Regulatory Agencies,

§153.1, §153.5, §153.15, and §153.51, Concerning Home Equity Lending,

Discussion of and Possible Action Regarding Personnel Matters Pursuant to Section
551.074, Texas Government Code: Deliberations with Respect to the Duties of a Person
Holding the Position of Executive Director of the Finance Commission, Deliberations with
Respect to the Duties of Persons Holding the Posmon of Agency Commissioner P051t1ons

" and Other Staff,

Discussion of and Possible Action Regarding Facility Planning and Real Property Matters
Pursuant to Section 551.072, Texas Government Code: Deliberations Regarding the
Purchase, Exchange, Lease or Value of Real Property.
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Discussion of and Possible Action Regarding Anticipated and Pending Litigation Pursuant
to Section 551.071, Texas Government Code, for the purpose of seeking the advice or

- attorney-client privileged communications from our attorneys regarding’ pending and
contemplated litigation.

B. DEPARTMENT OF BANKING

1

Industry Status and Departmental Operations: a) Items of Interest from the Commissioner’s
Office; b) Bank and Trust Division Activities; ¢) Corporate Division Activities; d) Special
Audits Division Activities; e) Fiscal Division Activities; ) Strategic Support Division
Activities; g) Legal Division Activities; h) Legislative Activity; and i) General Items of
Interest, , )

. Discussion of and Possible Vote to Take Action on the Adoption of Amendments to 7 TAC

§25.1, Concerning Prepaid Funeral Contract Forms — Definitions.

. Discussion of and Possible Voie to Take Action on the Proposal and Publication for

Comment of Amendments to 7 TAC §15.4, Concerning Corporate Activities-Required
Information and Abandoned Filings; 7 TAC §21.4, Concerning Trust Company Corporate
Activities-Required Information and Abandoned Filings; and 7 TAC §33.13, Concerning
How to Obtain a New Money Services Business License,

. Discussion of and Possible Vote to Take Action on the Proposal and Publication for

Comment of Amendments to 7 TAC §33.27, Concerning Fees to Get and Maintain a Money
Services Business License. :

. Discussion of and Possible Action Regarding Anticipated and Pending Litigation.

Texas Department of Banking v. Greg Abbott, Attorney General of Texas; Cause No, D-
1-GV-11-001906, In the 53rd District Court of Travis County, Texas.

State of Texas v. Myrtlewood Memorial Services d/b/a Harlingen-Combes Memorial
Cemetery, Cause No. 2013-DCL-2248-B, in the 13 8" Judicial District Court of Cameron
County, Texas.

State of Texas v. House Savings Inve.ftmem‘, LEC, et al, Canse No. DFI-GV;13-600763,
in the 353™ District Court of Travis County, Texas.

C. DEPARTMENT OF SAVINGS AND MORTGAGE LENDING

L

Industry Status and Departmental Operations — State Savings Bank Activity: a) Industry
Status; b) State Savings Bank Charter and Application Activity; ¢) Wholesale Savings &
Loan Charter and Application Activity; d) Recap of Problem Institutions/Enforcement Issues;
and e) Other Issues.

Industry Status and Deparimental Operations — Mortgage Lending Activity: a) Residential
Mortgage Loan Originators; b) Mortgage Examination; c¢) Consumer Complaints/Legal
Activity; d) Mortgage Industry Advisory Committee Minutes; and e) Other Issues.

Fiscal/Operations Activity: a) Funding Status/Audits/Financial Reporting; b) Staffing; and ¢)
Other Issues,



4. Discussion of and Possible Action Regarding Anticipated and Pending Litigation.

Khosrow Khani v. Texas SML; Cause No. D-1-GN-13-000207, 200" Judicial District
Court of Travis County, Texas.

D. OFFICE OF CONSUMER CREDIT COMMISSIONER
1. Industry Status and Departmental Operations: a) Consumer Protection; b) Consumer
Assistance; ¢) Licensing; d) Credit Education; €) Financial and Administration; f) Legal
Activity; and g) Legislative Activity. '

' 2. Discussion of and Possible Vote to Take Action on the Adoption of Amendments to 7
TAC, Chapter 83, Subchapter A, Concerning Rules for Regulated Lenders, Resulting
from Rule Review.

3. Discussion of and Possible Action Regarding Anticipated and Pending Litigation.

- Lynn Rowell d/b/a Beaumont Greenery, MPC Data and Communications, Inc., Micah
Cooksey, NXT Properties, Inc., Mark Harken, Montgomery Chandler, Inc., Paula Cook,
Townsley Designs, LLC, and Shonda Townsley v. Greg Abbott, in his qfficial capacity as
Attorney General of the State of Texas and Leslie L. Pettijohn, in her official capacity as
Commissioner of the Office of Consumer Credit Commissioner of the State of Texas;
Cause No. 1:14-cv-00190-LY, in the United States District Court, Western District of
Texas, Austin Division.

Note: The Finance Commission Committee may go info executive session (close its meeting to the public) on any agenda
item if appropriate and authorized by the Open Meetings Act, TEXAS GOVERNMENT CODE, Chapter 551.

Meeting Accessibility: Under the Americans with Disabilities Act, the Finance Commission of Texas will accommodate special

needs. Those requesting auxiliary aids or services should notify Cathey Richards, Finance Commission of Texas, 2601 North
Lamar Boulevard, Austin, Texas 78705, (512) 936-6222, as far in advance of the meeting as possible.
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MINUTES OF THE

FINANCE COMMISSION MEETING
FRIDAY, APRIL 11,2014

The Finance Commission of Texas met Friday, April 11, 2014, in the Finance Commission Bulldmg,
William F. Aldridge Hearing Room, 2601 North Lamar Boulevard Austin, Texas.

Finance Commission Members in attendance
Bill White, Chairman

Paul Plunket, Vice Chairman

Susan Burton

Stacy London

Will Lucas

Lori MéCool

Larry Patton

Jay Shands

Others in attendance:

Doug Foster, Executive Director, Finance Commission and

Commissioner, Texas Department of Savings and Mortgage Lending (SML)
Charles G. Cooper, Commissioner, Texas Department of Banking (DOB)
Leslie Petiijohn, Commissioner, Office of Consumer Credit Commissioner (OCCC}
Karl Hubenthal, Financial Analyst, (OCCC)

Laurie Hobbs, Assistant General Counsel, (OCCC)

Stephanie Newberg, Deputy Commissionér (DOB})

Bob Bacon, Deputy Commissioner (DOB)

Daniel Wood, Assistant General Counsel (DOB)

- Debby Loomis, Deputy General Counsel (DOB)

Finance Commission Chairman Bill White announced a quorum with eight members present and called
the meeting to order at 9:00 a.m.

Chairman White oongratulated Finance Commission Members Stacy Londen, Lori McCool Larry Patton,
and Paul Plunket upon their reappointment by the Governor, ~ *

" Discussion of and Possible Yote to Excuse the Absence of a Commission Member.

Bill White made a motion to excuse Cindy Lyons, Jonathan Newton and Victor Leal from the Finance
Commission meeting held on April 11, 2014. Susan Burton seconded and the motion was adopted.

Finance Commission Matters:

General Public Comment.

Mr. Ronnie Lawson submitted public testimony as a homeowner on the admlmstratWe hearmgs process
and his desire to appeal a decision and/or file a complaint with the Finance Commission.

There was discussion with Commissioner Foster addressing the questions.

Consent Agenda.

Jay Shands made a motion that the Finance Commission approve consent agenda items Al; B2; and D4.
Will Lucas seconded and the motion was adopted. (A copy of the consent agenda is attached)
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Finance Commlssmn Operations. — Legislative Issues; Testimonies and Correspondence; and
Agency Complaints.

Doug Foster as Executive Director to the Finance Commission opened with discussion regarding
legislative testimony and the agencies’ upcoming quarterly updates to be provided to the Senate
Committee on Business and Commerce.

He also notified the Commission that the Interim Charges of the House Investments and Financial
Services Committee would be discussed at the upcoming legislative hearing on the on May 21, 2014,
One of the interim charges relates to the review of Texas home equity laws.

The Commissioner concluded with a summary of the agencies’ upcoming budget process and timeline.

Audit Committee Report

Audit Committee Member McCool reported that a quorum was not present at the Audit Committee

~ meeting held on April 11, 2014. Therefore, all voting items would be presented and voted on during the.
Finance Commission meeting.

Review and Approval of Minutes of the February 21, 2014, Audit Committee Meeting
Committee Member McCool made a motion to approve the minutes of the February 21, 2014, Audit
Committee meeting, Will Lucas seconded and the minutes were adopted.

Dlscussmn of and Possible Vote to Recommend that the Finance Commission Take Actmn on the
Agencies’ February 28, 2014, Investment Officer Reports.

Committee Member McCool made a recommendation on behalf of the Audit Committee that the Finance
Commission approve the Agencies’ February 28, 2014, Investment Officer Reports. Susan Burton
seconded and the motion was adopted.

Discussion of and Possible Vote to Recommend that the Finance Commission Take Action on the
Agencies’ Second Quarter Financial Statements.

Committee Member McCool made a recommendation on behalf of the Aundit Comrmttee that the Finance
Commission approve the agencies’ Second Quarter Financial Statements, Jay Shands seconded and the
motion was adopted.

Discussion of and Poss;bie Yote to Recommend that the Fmance Commission 'I'ake Action on the
Texas Financial Education Endowment Fund.

Committee Member McCool made a recommendation on behaif of the Audit Committee that the Finance
Commission approve the Texas Financial Education Endowment Fund report. Will Lucas seconded and
the motion was adopted.

Discussion of and Possible Vote Taking Action on the Finance Commission Agency Heads' Fiscal
Year 2014 Mid-Term Accomplishment Reports,

Office of Consumer Credit Commissioner

Commissioner Pettijohn provided an overview of the progress on the agency’s priorities for FY14. She
highlighted areas within the motor vehicle sales finance and the credit access businesses (CAB)
examination process.

The Commissioner continued with an update of the regulatory and CAB licensing areas. The
implementation and project goals of the new online licensing and registration system were also discussed.

Commissioner Pettijohn highlighted the accomplishments and objectives for the Texas Financial
Education Endowment Fund. She concluded her report with discussion of the agency’s stakeholder
outreach and communication efforts. The agency continues to be very active in this area and to work
closely with the targeted audience groups.
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. Department of Banking
Commissioner Cooper provided an overview of the progress on the agency’s priorities for FY14, He
continued with a discussion of the agency’s state and national legislative activities.

The Commissioner highlighted the regulatory activities noting the examination activity and enforcement
action areas. He commented on Stephanie Newberg being the President of the Money Transmitter
Regulators Association (MTRA), and the positive relationships the agency has established at the national
supervisory levels.

Department of Savings and Mortgage Lendmg
Commissioner Foster provided an overview of progress on the agency’s prior ities for FY14. He continued
by highlighting the objectives and goals for the departments legislative agenda.

The Commissioner summarized the two areas where the agency’s lack of statutory and legislative
authority within mortgage servicers and mortgage banker entities. These shortfalls in supervisory
authority will lead to requested legislative changes in 2015, and have been previously discussed in both
the prior Finance Commission meeting and with the agency’s Mortgage Industry Advisory Committee.

He commented on the lack of coordination and participation with the Attorney General’s Mortgage Fraud
Task Force to expedite a final resolution of regulatory concerns.

Commissioner Foster sununarized the objectives and goals within the licensing area to ensure
compliance, accuracy and needed penalty assessment for the Mortgage Call Reports (MCR).

Stacy London made a motion that the Finance Commission accept the Finance Commission Agencies’
Fiscal Year 2014 Mid-Term Accomplishment Reports. Larry Patton seconded and the motion was
“adopted. '

Discussion of the Report of the Financial Condition of the State Banking System. (Bound separately
from the packet)

Chairman White commended the Texas Department of Banking on the educational and informative
report,

Bob Bacon provided an overview of the March 2014 Texas Stat'e'Bankin'g System report. He highlighted
the condition of the state bank system and compared it to previous years while dzsoussmg the general
improvement of the industry.

There was discussion among members with Bob Bacon and Commissioner Cooper addressing the
questions.

Office of Consumer Credit Commissioner

Industry Status and Departmental Operatlons

Commissioner Pettijohn discussed the agency's executive summary report and highlighted the first six
months results. of the examination and enforcement areas. The monies returned to consumers through the
examination and restitution process was also discussed.

The Commissioner provided an update of the consumer protection activities while providing an overview
and comparison of examinations between September 2013- February 2014. She noted the agency’s
production hours and agency staff training to assist with the examinations process, She discussed the
continued and significant improvement and acceptable levels of compliance within all examinations.

Commissioner Pettijohn highlighted the investigations completion report and assessed pending issnes in
the enforcement actions area. .She discussed the standard complaints report noting an increase in
complaints from law enforcement relating to pawn shop descriptions of pledged merchandise. A notable
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decline in complaints within the motor vehicle sales financing area was also discussed. There was
discussion among members with Commissioner Pettijohn addressing the questions.

The Commissioner summarized the licensing report commenting on the strength and growth within the
regulated lender and motor vehicle sales financing areas. A significant decline of mortgage loan
originators licenses was also addressed.

She discussed the CAB report and noted possible upcoming rulemaking actions from the Consumer
Financial Protection Bureau (CFPB) regarding payday lending. There was discussion among members -
with Commissioner Pettijohn and Karl Hubenthal addressing the questions. :

Commissioner Pettijohn continued with an update and progress report of the agency's information and
technology projects. She discussed her agency’s participation along with other state agencies at a forum
related to cybersecurity issues sponsored by the Department of Information Resources (DIR) . A new
requirement that all state agencies file a very detailed security plan with DIR is mandated by the middle
of October 2014. She also stated that the agency continues to receive positive user feedback regarding the
new (ALECS) online portal system.

' The Commissioner provided an overview of the strategic planning process and stakeholder group
participation. She commented on the request from the Crafted Precious Metals Dealer Stakeholders focus
group to meet and discuss the effective regulation of the industry. :

She continued with an update of the agency's human resources report highlighting the staffing and
employee data.

The Commissioner concluded her discussion by providing an overview of the legal report and
highlighting the agency’s enforcement actions. -

Discussion of and Possible Vote to Take Action on the Publication for Comment of Proposed
Amendments to 7 TAC, Chapter 83, Subchapter A, Concerning Rules for Regulated Lenders,
Resulting from Rule Review.

Laurie Hobbs provided an overview of the proposed rule.

Will Lucas made a motion to approve the Publication for Comment 6’f'P.ropo'sled Amendments to 7 TAC,
Chapter 83, Subchapter A, Concerning Rules for Regulated Lenders, Resulting from Rule Review.
Jay Shands seconded and the motion was adopted,

Department of Banking

Industry Status and Department Operations
Commissioner Cooper prowded an overview of banking administrativé actions and the agency’s
compliance with examination priorities.

The Commissioner continued with a summary of the CAMEL ratings noting the total number of banks is
now 282, continuing to decline primarily due to bank consolidations. Problem banks have been reduced
currently to 15, and this continues to be a positive trend within the banking industry. He commented that
currently there were two FDIC past due bank examinations.

Commissioner Cooper discussed the agency’s participation in the annual Conference of State Bank
Supervisors (CSBS) Legislative Fly-in conference held in Washington, D.C. There were 37 states
represented at the conference making legislative contacts.

The Commissioner gave an update on the 2013 Rate the Department Survey and noted almost all
responses reflected positive feedback or comments from the supervised banking entities.
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Commissioner Cooper provided an overview of the agency’s corporate activities and detailed the
applications for mergers and conversions. There have been four banks convert from a national bank
charter to a state bank charter.

The Commissioner provided an update of the special audit division activities report. He summarized the
department’s past due examination report noting a decrease in delinquent examinations.

Commissioner Cooper introduced Daniel Wood. Mr. Wood provided a summary of the digital money
and network payment process. There was discussion among members regarding the virtual currency
system with Mr. Wood and Commissioner Cooper addressing the questions.

Commissioner Cooper provided an overview of strategic support and other divisional activity items. He
commented on the launch of the agency’s redesigned website and also mentioned the upcommg financial
literacy webinar,

The Commissioner further reported on the agency's staffing while providing current employee hiring data -
information. He introduced the agency’s new General Counsel Catherine Reyer and anounced the
promotion of Debby Loomis to Deputy General Counsel.

Debby Loomis concluded the discussion by providing an update on the legal division report.

Discassion of and Possible Vote to Take Action on the Proposal and Publication for Commezt of
Amendments to 7 TAC §25.1, Concerning Prepaid Funeral Contract Forms — Definitions.
Debby Loomis provided an overview of the proposed rule. '

Jay Shands made a motion to approve the Publication for Comment of Proposed Amendments to 7 TAC
§25.1, Concerning Prepaid Funeral Contract Forms — Definitions. Will Lucas seconded and the motion
was adopted.

Department of Savings and Mortgage Lending

Industry Status and Departmental Operations

Commissioner Foster provided an overview of the agency’s executive summary report while hlghhghtmg
the improvements within the CAMELS ratings. He further reported on the continual i nnprovmg mdustry
conditions and discussed the thrift assessment chart with current calculatlons

The Commissioner provided a summary of the residential mortgage loan originators activity report. He
discussed the legislative authority for mortgage entities regarding changes in filing mortgage call reports.
The agency may now block renewals for a company license and assess administrative penalties due to not
filing timely reports. There continues to be a frend of receiving over 500 new license applications with the
department consecutively reaching these total numbers for the past thn’ty months, which has led to higher
than anticipated revenue levels,

He continued with an update on the mortgage examinations area reporting the number had decreased
compared to fiscal year 2013, although the number of individual licensees covered had increased by 30%.

Commissioner Foster provided an overview of the consumer complaints area and reported an increase to
62% of total complaints within mortgage servicing, The agency will now send out a satisfaction survey
every 60 days, which significantly increases the consumer complaints response rate.

The Commissioner highlighted the recent Mortgage Industry Advisory Committee meeting held on
March 19, 2014, and commented on the discussion of suggestions for penalty assessments.
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Commissioner Foster concluded hls discussion by providing an overview of the agency’s performance
and efficiency measures.

Finance Commission Matters (Continued)
Chairman White called for an Executive Session at 11:18 a.m,
Chairman White reconvened the Open Meeting of the Finance Commission at 11:46 p.m.

Discussion of and Possible Action Regarding Personnel Matters Pursuant to Section 551,074, Texas
Government Code: Deliberations with Respect to the Daties of a Person Holding the Position of
Executive Director of the Finance Commission, Deliherations with Respect to the Duties of Persons
Holding the Position of Agency Commissioner Positions, and Other Staff.

There was discussion with voting on the agenda item.

Stacy London made a motion to grant authority to the ad hoc search committee and/or- Chair of the
Finance Commission to negotiate as appropriate with final candidates to extend the Texas Department of
Savings and Mortgage Lendmg Commissioner employment offer. Susan Burton seconded and the motion
was adopted.

Jay Shands made a motion that the Executive Director’s compensation of $12,000 for each fiscal year (or
$1,000 per month) move with the position change to Commissioner Cooper, effective May 1, 2014. Susan
Burton seconded and the motion was adopted.

Discussion of and Possible Action Regarding Facility Planning and Real Property Matters Pursuant
to Section 551.072, Texas Government Code: Dehberatmns Regardmg the Purchase, Exchange,
Lease or Value of Real Property.

There was no discussion or vote on the agenda item.

Discussion of and Possible Action Regarding Anticipated and Pending Litigation Pursuant to
Section 551.071, Texas Government Code, for the purpose of seeking the advice or attorney-client
privileged communications from our attorneys regarding pending and contemplated litigation.
There was no discussion or vote on the agenda item.

There bemg no further business, Comm:ssmn Chairman Bill White adjoumed the meetmg of the Finance
Cominission at 11: 48 a.m.

Bill White, Chairman
Finance Commission of Texas

Doug Foster, Executive Director of the
Finance Commission of Texas

Tammy Wooten, Executive Assistant

Finance Commission of Texas
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Finance Commission of Texas

CONSENT AGENDA
- April 11, 2014

- Finance Commission Matters (Al)

Review and Approval of the Minutes of the February 21, 2014, Finance Commission Meeting,

!
i
3
.
i
i

Office of Consumer Credit Commissioner (B2)

Discussion of and Possible Vote to Take Action on the Adoption of Amendments to 7 TAC, Chapter 85,
Subchapter A, Concerning Rules of Operation for Pawnshops, Resulting from Rule Review.

Department of Savings and Mortgage Lending (D4)

Discussion of and Possible Vote to Take Action on the Adoption of Amendments to 7 TAC §30,
Subchapter C, Concerning Required Disclosures to Correct Graphics.
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MINUTES OF THE

FINANCE COMMISSION MEETING
Thursday, April 17, 2014

. The Finance Commission of Texas met in a called meeting on Thursday, April 17, 2014, at the William P.
Hobby Airport, Conference Room A, 7800 Airport Blvd, Houston, Texas. :

Members in attendance:

Bill White, Finance Commission Chairman
Susan Burton, Finance Commission Member
Cindy Lyons, Finance Commission Member
Stacy London, Finance Commission Member
Wil Lucas, Finance Commission Member

Lori McCool, Finance Commission Member
Jonathan Newton, Finance Commission Member
Jay Shands, Finance Commission Member

Members absent:

* Paul Plunket, Finance Commission Vice Chair
Larry Patton, Finance Commission Member
Victor Leal, Finance Commission Member

Others in attendance:

Doug Foster, Executive Dlrector to the Finance Commission and Comm1ssmner Texas Department of
; Savings and Mortgage Lending (SML)

§ . James L. Crowson, Assistant Attorney General, Office of the Attorney General

Finance Commission Chairman Bill White announced a quorum with eight members present and called
the meeting to order at 9:00 a.m.

Finance Commission Matters:
Personnel Matters

A. Discussion of the Selection Process for the Position of Texas Department of Savmgs and
Mortgage Lending Commissioner.

Search Committee Chair Stacy London reported the committee had scheduled five finalists for
the position of Texas Department of Savings and Mortgage Lending Commissioner to meet with
the Finance Commission. She also provided an overview of the committee’s efforts in seeking
candidates and the selection process for this position.

Chairman White announced at 9:03 a.m. that the Finance Commission would enter into Executive
Session with respect to deliberating personnel matters under Section 551.074, Texas Government
Code. Chairman White announced that no final action, decision, or vote with regard to a matter
deliberated in Executive Session would be made until the Commission reconvenes in an open
meeting. Chair White stated the Finance Commission anticipated it would be in Executive
Session for approximately 5 hours, '

Chairman White reconvened the open meeting of the Finance Commission at 12:37 p.m.
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B. Discussion of the Interviews of Candidates and Possible Vote to Appoint a new Texas
: Department of Savings and Mortgage Lending Commissioner.,

Search Committee Member Newton discussed the interview process of the five qualified finalists
for the Commissioner’s position for the Texas Department of Savings and Mortgage Lending. He
continned by commending Search Committee Chair London for her diligent work and efforts in
reference to the selection of prospective candidates.

Jonathan Newton made a motion that Caroline Jones be appointed the position of Commissioner
for the Texas Department of Savings and Mortgage Lending. Susan Burton seconded and the
motion was adopted. ) :

There being no further business, Commission Chairman Bill White adjourned the meeting of the Finance’
Commission at 12:39 p.m.

Bill White, Chairman
Finance Commission of Texas

Doug Foster, Executive Director of the
Finance Commission of Texas
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.§153,51, Concerning Home Equity Lending,

Finance Commission of Texas

{CONSENT AGENDA
June 20, 2014

Finance Commission Matters (Al)

Review and Approval of the Aprﬂ 11, 2014 and April 17, 2014 Minutes of the Finance Commission

Meeting.

Finance Commission Matters (A6) .

~ Discussion of and Possible Vote to Take Action on the Proposal and Publication for Comment of

Amendments to 7 TAC, Part 8, Joint Financial Regulatory Agencies, §153.1, §153.5, §153.15, and

&

Department of Banking (B2)

Discussion of and Possible Vote to Take Action on the Adoption of Amendments to 7 TAC §25 1,
Concerning Prepaid Funeral Contract Forms — Definitions.

Office of Consumer Credit Commissioner {D2)

Discussion of and Possible Vote fo Take Action on the Adoption of Amendments to 7 TAC, Chapter 83,
Subchapter A, Concerning Rules for Regulated Lenders, Resulting from Rule Review.
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Finance Commission Matters

Discussion of and Possible Vote to Take Action on the Publication for -

Comment of Proposed Amendments to 7 TAC, Part 8, Joint Financial

Regulatory Agencies, §§153.1, 153.5, 153.15, and 153.51, Concerning
Home Equity Lending.

PURPOSE: The main purpose of the proposed amendments is
to implement the Texas Supreme Court's decision in Finance
Commission of Texas v. Norwood, 418 S.W.3d 566 (Tex. 2013).
In Norwood, the court held that portions of three mterpretations
adopted by the commissions were invalid: §§153.1, 153.5, and
153.15.

RECOMMENDED ACTION: The agencies request that the
Finance Commission approve the proposed amendments to 7
TAC §§153.1, 153.5, 153.15, and 153.51 for publication in the
Texas Register.

RECOMNEENDED MOTION: I move that we approve for
publication and comment the proposed amendments to 7 TAC
§§153.1, 153.5, 153.15, and 153.51.



Title 7. Banking and Securities

- Part 8. Joint Financial Regulatory Agencies
Chapter 153. Home Equity Lending
8§86153.1, 153.5, 153.13, & 153.51

The Finance Commission of Texas and
the Texas Credit Union Commission
("commissions™) propose amendments to the
following home equity lending
interpretations: - §§153.1, concerning
Definitions, 153.5, concerning Three percent
fee limitation, 153.15, concerning Location
of Closing, . and 153.51, concerning
Consumer Disclosure.

The amendments apply the
administrative inferpretation of .the home
equity lending provisions of Article XVI,
Section 50 of the Texas Constitution
("Section 50™) allowed by Section 50(u) and
Texas Finance Code, §§11,308 and 15.413.

The main purpose of the proposed
amendments is to implement the Texas
Supreme Court's decision in Finance
Commission of Texas v. Norwood, 418
S.W.3d 566 (Tex. 2013). In Norwood, the
court held that portions of three
interpretations adopted by the commissions
were invalid: §§153.1, 153.5, and 153.15.

In 1997, the Texas Constitution was
amended to authorize home equity loans.
After further amendments in 2003, the
commissions were authorized to adopt
interpretations of the constitution's home
equity  provisions, subject to the
requirements of the Texas Administrative
Procedure Act. The commissions adopted

their interpretations in 2004. A group of |

homeowners sued the commissions,
- challenging several of the adopted
interpretations. The case was ultimately
appealed to the Texas Supreme Court and

PROPOSED AMENDMENTS - ..

7 TAC §§153.1, 153.5, 153.15, & 153.51
Page 1 of 7

resulted in the court's decision in Finance
Commission of Texas v. Norwood.

In Norwood, the court invalidated
certain provisions interpreting Section
50(a)(6)}(E), which provides that a home
equity loan may not "require the owner or
the owner's spouse to pay, in addition to any
interest, fees to any person that are
necessary to originate, evaluate, maintain,
record, insure, or service the extension of
credit that exceed, in the aggregate, three
percent of the original principal amount of
the extension of credit." The court
invalidated §153.1(11) of the commissions'
interpretations, which defined "interest" for
purposes of the three percent limitation as
"interest as defined in the Texas Finance
Code §301.002(4) and as interpreted by the
courts." The court held that interest means

~ "the amount determined by multiplying the

loan principal by the interest rate." 418
S.W.3d at 588. The court also invalidated
paragraphs (3), (4), (6), (8), (9), and (12) of
§153.5, which applied the commissions'
original definition of -"interest" to several
specific types of charges for purposes of the
three percent limitation. In the supplemental
opinion, the court explained that interest
includes per diem interest and legitimate
discount points, and that these amounts are
not included in the three percent limitation.
418 S.W.3d at 596." |

The court also invalidated provisions
interpreting Section 50(a)(6)(N), which
provides that a home equity loan must be
"closed only at the office of the lender, an
attorney at law, or a title company." The
court invalidated §153.15(2), which allowed -
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- a lender to accept a properly executed power
of attorney authorizing someone to close a
loan on a homeowner's behalf. It also
invalidated §153.15(3), which allowed a
lender to accept the homeowner's consent by
mail. In the supplemental opinion, the court
explained that "a power of attorney must be
part of the closing to show the attorney-in-
fact's authority to act." 418 S.W.3d at 596.

After the court issued its supplemental

" opinion, the Texas Department of Banking,
the Texas Department of Savings and
Mortgage Lending, the Office of Consumer
Credit Commissioner, and the Texas Credit
Union Department ("agencies") prepared an
initial draft of amendments implementing
the court's decision. The agencies distributed
the initial draft to home equity stakeholders
for precomments, in. order to prepare an
informed and well-balanced proposal for the

commissions. The agencies received written -

precomments from several stakeholders.

Upon review of the precomments, the

agencies prepared a second precomment -

draft  incorporating. . several of the
suggestions from the initial round of
precomments. The agencies sent this second

precomment draft to stakeholders, together

with written explanations of the changes that
had been made from the initial draft. The
agencies received additional - written
precomments on the second draft.

The agencies have incorporated certain
suggestions offered by stakeholders into the
proposed amendments. The agencies believe
that this carly participation of stakeholders
has greatly benefited the resulting proposal.

As stated earlier, the main purpose of the
proposed amendments is to implement the
Texas Supreme Court's decision in Finance
Commission of Texas v. Norwood. The
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individual purposes of each amendment are
provided below. '

The proposed amendment to §153.1(11)
replaces the previous definition of "interest"
with the definition used by the court. One
precommenter suggested including the
phrase "over a period of time" in the
definition. This phrase is included in the
proposed amendment in order to clarify the
time component in the definition. In
addition, in its supplemental opinion, the
court used the phrase "over a period of time"
in applying the general definition of
"interest." 418 S.W.3d at 596.

The precise mathematical formulation
of interest and the exact nature of the
applicable time period will be described in
the loan contract. For example, in a loan
contract using the f{rue-daily-earnings
method, the interest is calculated by dividing
an annual rate by 365 and multiplying that
amount by the outstanding principal each
day. Other loan contracts will use different
methods. Because different contracts will
describe different methods for calculating
interest, . it. .is. unnpecessary for the
amendments to specify a precise method.
The purpose of the amendment is to describe
how an amount already calculated under the
contract will be excluded from the three
percent limitation. The definition as
proposed appears to achieve this purpose.

The  proposed  amendment  fo
§153.5(3)(A) speczﬁes that per diem interest
is interest and is not subject to the three
percent limitation. In the supplemental
opinion, the court considered all per diem
interest to be interest, as did the parties.. The
court stated: "We agree with [the parties]
that per diem interest is still interest, though
prepaid; it is calculated by applying a rate to
principal over a period of time." 418 S.W.3d



at 596. In other words, the fact that per diem
interest is prepaid does not affect its basic
character as interest.

The  proposed  amendment 1o
§153.5(3)B) specifies that legitimate
discount points are interest and are not
subject to the three percent limitation. The
amendment also identifies the conditions
that must be satisfied in order for discount
points to be considered 1egitimate under the
court's supplémental opinion, and it provides
that a lender may rely on an established
system to evidence that the discount points it
offers are legitimate.

The  proposed  amendments  to
paragraphs (4), (6), (8), (9), and (12) of
§153.5 add the phrase "as defined by
§153.1(11) of this title" after "that are not
interest" in provisions describing charges
that are subject to the three percent
limitation.

In response to precomments, paragraphs
(9) and (12) regarding charges to maintain
and service the loan, are also amended to
provide clarity and delete redundant text.
These changes are intended to be
nonsubstantive. Charges to maintain or
service the loan that are not customarily
included at inception because they arise due
to subsequent events (e.g., nonsufficient
funds fees, payoff statement fees, fees for an
updated = flood determination) would

- continue not to be subject to the three

percent limitation under the amended text.

The proposed amendment to §153.15(2)
specifies that any power of attorney
allowing an attorney-in-fact to execute
closing documents must be signed at the
office of the lender, an attorney at law, or a
title company It also provides that a lender
may rely on an established system to

PROPOSED AMENDMENTS

7 TAC §§153.1, 153.5, 153.15, & 153.51
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evidence the date and place at which a
power of attorney was signed. In response to
precomments, the amendment permits the

‘use of an affidavit or written certification of

a person who was present when the power of

- attorney was executed.

Several stakeholders expressed concern
that the amendments would somehow
restrict the use of powers of attorney to the
circumstances specified in the amendments,
The amendments acknowledge three
situations in which powers of attorney can
be used (closing documents, signing the
required consent, and receiving the
consumer disclosure), but this does not
prohibit the use of a power of afforney in
other circumstances. The purpose of the
amendments is to address the portion of the
court's decision relating to the location of
closing. It would be outside the intended
scope of the amendments to provide a
comprehensive statement of  the
circumstances in which a lender can (or
should) use powers of attorney, or a
statement of the conditions that must be
satisfied in every power of attorney relating
to a home  equity loan. Apart from the
circumstances described in the proposed -
amendments, the use of powers of atiorney
is largely an underwntmg decision for the
Jender.

One stakeholder suggested that the
amendments specify that the power of
attorney must be signed at a permanent
physical address. This change does not seem
necessary.” The current text of §153.15(1)
already specifies that the authorized physical
location for closing must be a permanent
physical address. This provision should be
sufficient to prohibit lenders from
circumventing the interpretations through
the use of nonpermanent locations.
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The proposed amendment to §153.15(3)
specifies that the required consent form must
be signed at the office of the lender, an
attorney at law, or a title company. In
response to a precomment, the proposed
amendment also specifies that the consent
may be signed by an attorney-in-fact
described by paragraph (2).

One stakeholder expressed concern
about executing the consent form at one
location and sending it to another. The
amendments do not prohibit any party from
sending documents from one place to
another, as long as the documents are
executed at an authorized location.

In §153.51, proposed new paragraph (5)
specifies that if a power of atforney
described by §153.15(2) has been executed,
then the attorney-in-fact may accept the
disclosures required under Section 50(g).

Harold  Feeney, Credit Union -

Commissioner, on behalf of the Texas
Credit Union Commission and Leslie L.
Pettijohn, Consumer Credit Commissioner,
on behalf of the Finance Commission of
Texas have determined that for the first five-
year period the amendments are in effect
there will be no fiscal implications for state
or local government as a result of
administering the interpretations. '

Commissioner Feeney - and
Commissioner  Pettijohn  have  also
determined that for each year of the first five
years the proposed amendments are in
effect, the public benefits anticipated as a
result of the amendments will be to create
standards and guidelines for both lenders
and borrowers, fostering a stable

environment for the extension of home

equity loans.
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There is no anticipated cost to persons
who are required to comply with - the
amendments as proposed. Any costs are
imposed by the constitution and are not
imposed by the proposed amendments.
There will be no adverse economic effect on
small or micro-businesses. There will be no
effect on individuals required to comply

-with the amendments as proposed.

Comments on  the proposed
amendments may be submitted in writing to
Laurie Hobbs, Assistant General Counsel,
Office of Consumer Credit Commissioner,
2601 North Lamar Boulevard, Austin, Texas
78705-4207 or by email to
laurie.hobbs@occe state.tx.us.  To  be
considered, a written comment must be
received on or before the 31st day after the
date the proposed amendments are published
in the Texas Register. At the conclusion of
the 31st day after the proposed amendments
are published in the Texas Register, no
further written comments will be considered
or accepted by the commissions.

The amendments are proposed under
Article XVI, Section 50(u) of the Texas
Constitution and Texas Finance Code,
§§11.308 and 15.413, which authorize the
commissions to adopt interpretations of
Article XVI, Section 50(a)(5)-(7), (e)-(p),
(t), and (u) of the Texas Constitution,

The constitutional provisions -affected '
by the proposed amendments are contained
in Article XVIL, Section 50.0of the Texas
Constitution. ~ ;
$153.1. Definitions.

Any reference to Section 50 in this
interpretation refers to Article XVI, Texas

Constitution, unless otherwise noted. These
words and terms -have the following



meanings when used in this chapter
[seetion], unless the context indicates
otherwise:

(DH-10) (Nq change.) |

(11) Interest--As used in Section
50(a)}(6)(E)., "interest” means the amount

determined by multiplying the loan principal
by the interest rate over a period of time.

[Faterest—interest—-as—defined—in—the—Texas
Finance—Code—§301-002(4——and—as
interpreted-by-the-eeurts:)

(12) - (15) (No change.)

§153.5. Three percent fee limitation: Section
50(a)(6)(E)

An equity loan must not require the
owner or the owner's spouse to pay, in
addition to any inferest, fees to any person

that are necessary to originate, evaluate,

maintain, record, insure, or service the
extension of credit that exceed, in the
aggregate, three percent of the original
principal amount of the extension of credit.

(1) - (2) (No change.)

(3) Charges that are Interest.
Charges an owner or an owner's spouse is
required to pay that constitute interest under
§153.1(11) of this title (relating to

Definitions) [%e%aw—fe{—examﬁ}e—p%diem

- interestandpeints;] are not fees subject to

the three percent limitation.

{A) Per diem interest is interest

and is not subject to the three percent

limitation.

(B) Legitimate discount points
are interest and are not subject to_the three
percent - limitation. Discount points are

PROPOSED AMENDMENTS
7 TAC §§153.1, 153.5, 153.15, & 153.51
Page 5 of 7

legitimate if the discount points truly
correspond 10 a reduced interest rate and are
not necessary to originate, evaluate,
maintain, record, insure, or service the loan.
A lender may rely on an established system
of verifiable procedures to evidence that the
discount points it offers are legitimate. This
system may _include documentation of
options that the owner is offered in the
course of negotiation, including a contract
rate without discount points and a lower
contract rate based on discount points. '

(4) Charges that are not Interest.
Charges an owner or an owner's spouse. is

-required to pay that are not interest under

§153.1(11) of this title are fees subject to the-
three percent limitation.

(5) (No change.)

(6) Charges to Originate. Charges
an owner or an owner's spouse is required to
pay to originate an equity loan that are not
interest under §153.1(11) of this title are
fees subject to the three percent limitation.

- (7) (Mo change)

(8) Charges to Evaluate. Charges
an owner Or an owner's spouse is required to
pay to evaluate the credit decision for an
equity loan, that are not interest under
§153.1(11) of this title, are fees subject to
the three percent limitation. Examples of
these charges include fees collected to cover
the expenses of a credit report, survey, flood
zone determination, tax certificate, title
report, inspection, or appraisal. '

(9) Charges to Maintain. Charges
paid by an owner or an owner's spouse [at

%eﬁeeﬁﬁe&e#aﬂ-eqiﬂw-lﬁaﬁ] to maintain
an equity [the] loan that are not interest

-under §153.1(11) of this title are fees subject
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to the three percent limitation if the charges
are paid at the inception of the loan. or if the
charges are customarily paid at the inception
of an equity loan but are deferred for later

payment after closing. [Charges-that-are-net

Lmitation:]

(10) - (11) (N;) change.)

(12) Charges to Service. Charges |

a1d by an owner or an owner's spouse [at
] for a party to

service an equity [the] loan thal are not
interest under §153.1(11) of this title are
fees subject to the three percent limitation if
the charges are paid at the inception of the
loan, or if the charges are customarily paid
at the inception of an equity loan but are
deferred for later payment after closing.

[Ghayges—%hat—a&e%t—m%eiﬁest—ﬂ%at—aﬂ—%‘ﬂﬂef

lmitation:]

(13)-(16) (No cfxange;.) '

§153.15. Location of Closing: Section
50(a)(6)(N)

An equity loan may be closed only at an
office of the lender, an attorney at law, or a
title company.. The lender is anyone
authorized under Section 50(a)(6)(P) that
advances funds directly to the owner or is
identified as the payee on the note.

PROPOSED AMENDMENTS -
7 TAC §§153 1, 153.5, 153.15, & 153.51
Page 6 of 7

(1) (No change.)

(2) Any [Alender-may—aceept-a
properly—exeeuted] power of attorney
allowing an [the] attorney-in-fact to execute
closing documents on behalf of the owner or
the owner's spouse must be signed by the
owner or the owner's spouse at an office of
the lender, an attorney at law, or a title

company. A lender mav tely on an

established system of verifiable procedures
1o evidence compliance with this paragraph.
For example. this system mav include one or

more of the following:

(A) a written statement in the
power of attornev acknowledging the date
and place at which the power of attorney
was executed;

(B) an affidavit or written
certification of a person who was present
when the power of attorney was executed,

“acknowledging the date and place at which

the power of attorney was executed: or

, {C) a certificate of
acknowledgement signed by a notary public

“under Chapter 121, Civil Practice and

Remedies Code, acknowledging the date and
place at which the power of atforney was
execuied.

(3) The [Alender—snay—receive]
consent required under Section 50(a)(6)(A)
must be siened by the owner and the owner's
spbouse, or an attorney-in-fact described by
paragraph (2) of this subsection, at an office
of the lender, an attorney at law. or a title

mpany [by-mait-or-other-delivery—of-the
paftﬁLs—S}gﬂaREe—te—&H—&lﬁheﬂ-ZQd—p]ﬂyS}Gai
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$§153.51. Consumer Disclosure: Section
50(g)

An equity loan may not be closed
before the 12th day after the lender provides
the owner with the consumer disclosure on a
separate instrument,

(1) - (4) (No change.)

(5) If the owner has executed a
power of attorney described by §153.15(2)
of this title (relating to Location of Closing:
Section 50(a)(6)(N)). then the lender may
provide the consumer_ disclosure to the
attorney-in-fact ingtead of providing it to the
OWNET.

Certification

The agencies hereby certify that the
proposal has been reviewed by legal counsel
and found to be within the commissions’
legal authority to adopt.

Issued in Austin, Texas on Juné 20,
2014.

Leslie Pettijohn
Consumer Credit Commissioner
Joint Financial Regulatory Agencies
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TEXAS DEPARTMENT OF BANKING

2601 North Lamar Blvd,, Austin, Texas 78705
512-475-1300 /877-276-5554
www.dob.texas gov

Charjes @. Cooper
Commissioner

To: Finance Commission Members %

From: Kurt Purdom, Director of Bank & Trust Supervision

Date: June 6, 2014

Subject:  Summary of the Bank & Trust Supervision Division Activities

" Bank and Trust Supervision

' 5/31/2014 | 8/31/2014.

# Banks “ 206" {'$191.9 | 283 | %2026 | 283 '|$208.8 | 282 |$217.4 | 276 $219.1
# Trust Co. (1) 22§ s217 | 21 | s270| 21| '$282 ) 21 | $395 | 21 | $40.3-
# FBA/EBB | ‘s83.6 ' 4918 $91.1 | 10| $91.9

Banks

Trust Co.
FBA/FBB

1 ©120.%{740.5%. | 125 | 438w | 127 | 45.0%

2 U135+ | as.6% | 136 0| 49.5% | 138 | 49.0% | 135 7| 48.9%
3,4,&5 a1} oa3o%t) 22 | 67% | 17 | 6.0% |-14 | 5%
Non-Rated 0 o 0 -] o - D "

* Third quarter 2014 performance measure data hasn't been finalized but will be provided in the next summary.
" {1} Fidudiary assets for non-exempt trust companies only.

The Department considers any bank with a Uniform Financial Institutions Composite Rating of 3,4, or5, to be
i a problem institution. As the table above indicates, the number of problem banks continues to contract and
as of May 31, 2014, problem banks total 14. As the Texas economy gradually improves, the total number of -
problem institutions is nearing a more normal plateau, which we expect to range between 3% and 5% of the
total number of institutions, '
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Finance Commission Members

Summary of the Bank & Trust Supervision Division Activities

Page 2

Formal

Administrative/ Enforcement Actions | . "
(N rnber outstandmgas of the date i 'drc ted) _

June 6, 2014

Informai

] Formal .

Inf

Formal

informal

Formal 0 Dt

informal ‘ 1 1 1 1 1

Dici At = = RTOTCEeme A .

Formal C g e 12 O b 8 B

Informal B4 32 30T 28 =27
Total : 69 - a4 41 36 .33

Formal actions include Orders to Cease and Desist, Consent Orders end Written Agreements.
Informal actions include Determination Letters, Memorandu of Understanding, Commitment Letters and Board Resolutions.
Orders of Supervision, Orders of Conservatorship and Compliance actions are not included,

Entity Type . 03/31/2014 04/30/2014 05/31/2014
Commercial Banks B SR ' '
Totol by Responsibility (TDOB/FDIC/FRB) : '.75/0/0 5/0/0 6/1/0
T 3/0/0, 0/0/0 3/0/0
Trust [ 0/0/0 -~ 0/0/0 0/0/0.
Foreign Bank Agencies e ' _
Total by Responsibillty (TDOB/FRB) : 0/0 0/0 0/0
Trust Companies (Toos} 1 1 '1‘ L
T R D A 0 gl -
Total of All Entities : SR S e
Total by Responsibility {TDOB/FDIC/FRE) 8/0/0 . 6/0/0 - u/afo L
Total 9 12
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Division Highlights

e Special Operations and Conferences:

o

Revnew Examiner Wu participated in a regulatory panel at the Texas Bankers Association (TBA}
Annual Compliance School held in San Antonio on April 4, 2014.

A conference call with the Division’s Central Points of Contact, or CPCs, was held on April 7, 2014
to discuss report processing, scheduling and common concerns of the agency’s banks over $10
billion. ' . '

All personnel attended the agency’s Examiners Conference held in San Antonio the week of April
14, 2014. Internal as well as external speakers provided training on a variety of topics during this
four day event. '

Commissioner Cooper and Director Purdom participated in a presentation to the Texas A&M
Banking Program students on April 22, 2014 in Coliege Station. Later in the week, Director
Purdom participated in an Advisory Board meeting of the Texas A&M Bankmg Program.

Senior Trust Specialist Dave Leferink served as an instructor for trust tramlng classes sponsored by
the Conference of State Bank Supervisors {CSBS) the weeks of April 21, 2014 in Little Rock,
Arkansas and May 5, 2014 in Denver, Colorado.

Commissioner Cooper participated in a regulatory panel at the TBA’s Annual Convention held in
Colorado Springs the week of May 5, 2014.

Commissioner Cooper, Deputy Commissioner Bacon, Director Purdom, General Counsel Reyer and
Large Bank Specialist Susany attended the CSBS State Federal Supervisory Forum the week of May
12, 2014,

Commissioner Cooper, Deputy Commissioner Newberg, and Assistant General Counsel Dan Wood
participated in a public hearing on emerging payments issues. The hearing, which was held in’
Chicago on May 16, 2014, was called at the dlrectlon of the CSBS Emergmg Payments Task Force,

in which Commissioner Cooper is a member. ’

A conference call of the agency’s Strategic Planning Task Force was held on May 19, 2014 to
discuss the initial draft of the agency’s 2015 — 2019 Strategic Plan.

Several agency staff members served as instructors for an internal credit school held in Plano the
week of May 19, 2014. Students listened to presentations about proper credit underwriting and

" documentation and then completed several case studies.

on May 21, 2014, Commissioner Cooper testified before the House Committee on Investments
and Financial Services about the condition of the Texas banking industry and agency operations.

The Department hosted the first of five Community Bank Town Hall meetings in Lubbock on May
28, 2014 and Irving on June 6, 2014. The remaining meetings will be held in San Antonio, Tyler
and Houston. The Independent Bankers Association of Texas and TBA are sponsoring the
meetings. The purpose of the meetings is to bring community bankers together from across the
state to discuss the challenges and opportunities that exist in their communities and on a national
level. The results of a recent community bank survey will be discussed at each of these meetings.
Attending for the Department were Commissioner Cooper, Deputy Commissioner Bacon, Directors
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Finance Commission Members ' June 6, 2014
Summary of the Bank & Trust Supervision Division Activities
Page 4

Purdom and Rodriguez, Financial Analyst lena, the Regional Director and Regional Review
Examiner from the respective regional office and other staff members.

The feedback garnered from the Community Bank Town Hall meetings will be used as support for
a joint policy and research conference held in St. Louis on September 23-24, 2014. This
conference is a joint effort of the CSBS and the Federal Reserve Bank of St. Louis. Commissioner
Cooper and Texas community bank representatives will be participating in this conference and
providing input based upon the discussions from the Town Hail meetings and the survey.

e Federal Programs:

o TARP — Eighty of our banks applied to participate in the Capital Purchase Program under the
Troubled Asset Relief Program (TARP). However, after significant withdrawals, only 21 banks
received funds totaling $2.8 billion, with one bank receiving about 80% of this total. As of May 6,
2014, four banks have not repaid any of their TARP funds. The total outstanding amount is
approximately $43.1 million.

o Small Business Lending Fund {SBLF) — Twenty-three Texas staté-chartered banks applied for funds
under this.program. Twelve banks received funds totaling $255.7 million. The remaining banks
either withdrew their applications or their applications were denied. As of April 30, 2014, one
bank has paid back the SBLF funds, which leaves $255.1 million outstanding.
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TEXAS DEPARTMENT OF BANKING

2601 North Lamar Blvd, Austin, Texas 78705
512-475-1300 /877-276-5554
www.dob.texas.gov

Charles G. Cooper
Commissioner
To; Finance Commission Members 7
From: Paniel Frasier, Director of Corporate Activities Dg
Date: June 3, 2014

Subject:  Summary of the Corporate Division Activities

: Banks and Ba-eiated S S e R
{holding companies, etc.) 212.7.-:; ‘ 205 197 67 47 . ?3 58, ' *
_: Foreign Banks * 6 7 1 0 s 0 0 *
Trust Companies 18 - 7 Sl 3 S 1 ) *
MSBs 14 4 18 | 2l 7 | sl g | s ] *
PCSEAS . 15 7 - 0 0 2 N
: CVES 4 s |4} o 0 o | .3 [
Cemetery Brokers ‘ I - S - - - I *
| Other (Use of Name) 62 | 4 |.e7 | 22 | 15 | s 10|
| i Totals N 331 | 293 304 .| 99 | 68 50 | 87 *

. #Banks and Bank-related
{holding companies, etc.) , 78 ?1 ‘) B * 40 - "
Foreign Banks ‘ I 0 Ty 0 0 o 0 0 #

§ Trust Companies T 14 8 L 0 1 2 2 1 o+
MSBs G 1 |30 | oes. |ias |33 ey e
PCSEAS Y e el o ftmot] o o *
CVEs 0 o o] o | .o | o | .o *
Other ’ . 1 I T I o |

Totals - 290 210 80 40° 75 80 *

*Third quarter fiscal year 2014 data has not been finalized and will bé provided in the next summary.

# - Includes all types of applications and notices for each entity.
@ - Detailed tracking of background checks was initioted in mid-2011. Previously, only informal systems were
available to track background checks.
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Finance Commission I\_ﬂemoran‘dum
Corporate Activities

“*Banks and ba 2
{holding companies, etc.) )
Foreign Banks _ P 1
Trust Companies - f ' S 2
MisBs s
PCSEAS L o
Cemetery Broker. Lo ' o T _. B
Other {Use of Name) ; e 1
Totals - . B L C 'A45~. '

Division Highlights

s The volume of filing activity is moderate. The volume of bank merger, change of control, and branch
related filings are particularly strong. Meanwhile, the level of MSB related applications received has
moderated.

e Chartering, Conversion, and Merger Activity — The following transactions consummated in the 3™
guarter of the 2014 fiscal year:

o Banks

¥ Prosperity Bank, El Campo, completed their merger acquisition of The F&M Bank &
Trust Company, Tulsa, 0K _

x  |ndependent Bank, McKinney, compieted their merger acquisition of Bank of Houston,
Houston

= Fidelity Bank, Wichita Falls, completed their merger of First National Bank of Byers,
Byers

= First State Bank of Miami, Miami, completed their voluntary dissolution and
liquidation '

= Union State Bank, Kerrville, merged with and into Pioneer Bank, $5B, Dripping Springs

o Trust Companies
s None
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TEXAS DEPARTMENT OF BANKING

2601 North Lamar Blyd, Austin, Texas 76705
512-475-1300 /877-276-5554
wwwi.dob.texas.gov

Charles G, Cooper
Commissioner

To: Finance Commission Members

From: Russell Reese, Director of Special Audits

Date: June 2, 2014

Subject:  Summary of the Special Audits Division Activities

Special Audits FY 2014
Entity FY2012 . FY2013 1%t 2" 3¢ gn
Industry Profile (# / Assets (billions) )
MSB 133 $89.8 35 ge.2::] 137 | s96.1 |“1sEi|rgoEatd * *
PEC 395 §3.2 ' 83,3 387 $3.3 (38 ] # *
PCC 243 $259.7 243 | $279.7 * *
*CB - - - - * *
PCSEA 10 nfa 11 n/a * ®
CVE 4 n/a 3 - n/a * *
MSB 81 iz *
MSB Limited Scope 6 0 ¥
MSB Accepted other State 2 3 #
PFC .| 238 80 *
PFC Limited Scope 7 4 *
PCC 202 58 *
PCC Limited Scope 7 e 6 *
Ratings (# / %) Assigned to All Regulated Entities

1 274 3 : * "
2 356 ¥ .
3,4, &5 122 - <
M5B 15 *
PFC 48 ¥
PCC 39 ®
MSB 4] *
PFC 10 *
pcC 5 *
PCSEA 0 ¥

NOTES:

PCC s amounts reflected in the millions.

CB ~ Cemetery Brokers {new registration requirement)

Limited scope examinations do not receive a rating.

*Third quarter fiscal year 2014 data has not been finalized and will be provided in the next summary.
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Finance Commission Members ' - June 2, 2014
Summary of the Special Audits Division Activities
Page 2

Division Activities:

A Prepaid Funeral Guaranty Fund Advisory Council (Council) meeting was held on May 14", The
Council approved Trust Guaranty Fund claims totaling $7,102.00 related to Washington Memorial
Funeral Home, Dallas, Texas, and claims totaling $11,196.75 related to Tom G. Walker Funeral
Home, Coleman, Texas.

The Department of Banking received a subpoena to testify and produce documents at a deposition
in a civil action on May 16" in Austin, Texas. Director Reese appeared on behalf of the
Department. The civil action relates to National Prearranged Services Inc. {NPS), an insurance-
funded preheed permit that was closed in April 2008, Previously, six individuals associated with
NPS were sentenced to prison terms from 18 months to 10 years in November 2013 for defrauding
purchasers of preneed funeral contracts of more than $450 million in several states, including
Texas. ' '

On May 29", the Commissioner entered into a Consent Order with an unlicensed money
transmitter. Since 2010, the company has been offering certain money transmission services in
Texas without the required license. The Consent Order réquired the company to pay an
administrative penalty of 60,000 to the Department. The company has also filed an application
with the Department to obtain the required MSB license.

On June 11" Director Reese will give a presentation on prepaid funeral contract regulations to the
members of the Texas Funeral Directors Association’s (TFDA} during their 2014 Annual Convention
in Galveston. Director Reese will also staff a booth at the convention which provides an additional
forum to communicate changes and other important information to the industry.

On June 177 and 18", Deputy Commissioner Newberg and Senior. Examiners Saucillo and Hardage
will attend and give presentations during the Annual Southwest Border Anti-Money Laundering
~ Alliance Conference in Tempe, Arizona. The purpose of the program is to enhance and- better
coordinate investigations and prosecutions of money laundering along the United States/Mexico
Border Area. :
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] Texas Department of Banking
Emp!ovee Data. for Fiscal Years 2012, 2013 and 2014

, 205 Tout Budgeted fmployees 200 Total Rudgated Employees
e mpp—

200.0 § i 196 Total Budgeted Emj Y s —

190.0
189.0
1760 4
186.0 -
150.0
140.0 4
1300
120.0
1100
100.0
6.0 1
BE.O
70.0 -
B0 o -
50,0 1
40.0
30.0 1
200 -
10.0
0.0

Number of Employees Number of Employees Number of Employees
FY 2012 Fy 2013 . . FY 2014

As of 5/31/2014

Texas Department of Banking
New Hire Data for Fiscal Years 2012, 2013 and 2014

e , f¢New Hires & New Hires 8 New Hires
240 - FY 2012 FY 2013 FY 2014

8.0

64

4,0

2.0 ; EY & 2 e

0.0 K X a3 : o e : : : —

Examiners & Adminlstrative T Umiited Teren
Related Directors
: 45 of 5/31/2014
FY 2014 Employee Turnover Reasons - As of 5/31/2014
- : .. . All.Employees - 10.Resignations- - - -~ - RIS Flnancaal Examiners-Only - 8 Resignations
De:th - . . Death

Transter
ton
Federal

Persons!
Ressons not
Relstedtothe

»ob
1

Transfer toa
Federsl Agency

- a3
Persenal
Reasons
Accepted. .
Position with not Related “i“”“’d
Bank tetheJob Position with
1 1 Bank
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- TEXAS DEPARTMENT OF BANKING

2601 North Lamar Blvd,, Austin, Texas 78705
512-475-1300 /877-276-5554

www.dob.texas. gov

Charles G, Cooper
- Commissioner

. To: Finance Commission Members

From: Wendy Rodriguez, Director of St,fategic Support %ﬁ
Date: June 2, 2014

i ‘Subject: Summary of tﬁe Stfatégic Support Division Activities

Complaints on Regulated Entities
September 2013 - April 2014

Texas State- M3B, 16
Chartered PCSEA, 4
Banks, 326

PFC, 7

PCC, 20

Recoveries = §29,654.03
Total = 373

Inquiries on Regulated Entities
September 2013 - April 2014

Texas State-
Chartered
Banks, 521

MSB, 14

PCSEA, 4

Total = 540
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Texas Department of Banking Page 2
Division of Strategic Support

State-Chartered Banks and Trust Companies
Complaints by Type
- September 2013 - Aprii 2014

ATM
Deposit Account 124 -
Other Financial Services
Lodns ST
Privacy E’ 5
Suspected Criminal Activity LL.’ 8
investment Product H‘I 5
Trust Activity Ei 3
Other g, 2
Discrimination :\gz ‘
General Fees ‘il’ 1

Total =326

*High activity related to annual privacy notice containing the Department's contact information. Consurner
complaints range from needing clarification of the notice to account balance issues and card related problems.

State-Chartered Banks and Trust Companies
inguiries by Type
September 2013 - April 2014

ATM*

Privacy
Other Financial Services
Deposit Account

Loan

Suspected Criminal Activity

Other Financial Services 5
Trust Activity g3
Investment Product 8 2 o
General Fees |8 2 Total =522 7
Insurance Product i 1

*High activity related to onnual privacy notice contalning the Department’s contact information. Consumer
complaints range from needing clarification of the notice to account balance issues and card related problems.
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Texas Department of Banking Page 3
_ Division of Strategic Support

Money Services Businesses
Complaints by Type
September 2013 - April 2014

' Non-Receipt of Funds

Refund Uncashed Money Order

Services Not Rendered

Forgery - Maney Ofder .

Total: 16

Money Services Businesses
Inguiries by Type
September 2013 - April 2014

.Contact Information of...
Store Valued Card

Refund

Coiiection

Privacy

Total:. 14



Texas Department of Banking
Division of Strategic Support

7 Page 4

Complaints and Inquiries Againsf Nonregulated Entities
September 2013 - April 2014

Other, 243

National Banks, 261

Mortgage Servicing, Total = 828

15

‘  State Savings Banks,
3

Credit Unions, 67
) . Miscellaneous, 73
Finance Companies,
. 36 Mortgage
Out-of-State, State Companies/Lenders,

Banks, 70 30

Federal Savings
Banks, 30

CANS Activity
March 1, 2008 - May 31, 2044
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Texos Departrment of Banking ' Pages
Division of Strategic Support

. General Knowledge 10 6 3 4
II. Loan Analysis 3 5 8 0
Hl. Panel - 5 4 10 2
V. Test Bank 4 3 11 1

From FE3A to FE3B .10 6 3 4

From FE3B io FE4
(Commissioned Examiner)

Other Divisional ltems: ,
e The Department’s 2013 Annual Report has been completed and is available on the website.

o The agency’s Strategic Plan 2015-2019 has been completed {separate document). Each member
of the Strategic Planning Task Force provided input on the draft and a conference call was held
on May 19, 2014, to allow for additional feedback. As part of the process, the Department also
completed its Customer Service Report, which is available on the agency’s website. L

. 8 The Department launched its redesigned website on April 11, 2014, Between April 11, 2014 and
May 31, 2014, there have been 79,463 page views of our new website. The top searches for the
site have been related to virtual currency and employment opportunities.

+ The Financial Literacy Coordinator hosted a financial literacy webinar on May 13, 2014. The
webinar will focus on the new Texas children’s savings account initiative by Economic
Opportunity for Center of Public Policy Priorities. There were 282 registrants.

\

| |
B s  FInCEN performed and completed an audit of the Department’s query and download activity

! using the FInCEN portal between October and December of 2013. There were no audit findings
and the Department is deemed in compliance. '
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TEXAS DEPARTMENT OF BANKING

2601 North Lamar Blvd, Austin, Texas 78705
512-475-1306 /877-276-5554
www.dob.texas.gov

Charies-G, Cooper

Commissioner
Memorandum
TO: Finance Commission Members
FROM: Catherine Reyer, General Counsel

DATE: Jm{%@ﬂ/

Legal Division Update

Litigation

Antioch St. Johns Cemetery Co. v. The Texas Department of Banking Conmmissioner, Cause No. D-1-

~ GN-14-000367, In the 261st District Court of Travis County, Texas. Plaintiffs filed this case on February

6, 2014, appealing the Banking Commissioner’s order requiring them to pay $56,000 in administrative
penalties for numerous violations of Health and Safety Code provisions governing cemeteries. The suit
has been answered.

State of Texas v. Myrtlewood Memorial Services d/b/a Harlingen-Combes Memorial Cemelery, Cause
No. 2013-DCL-2248-B, In the 138th Judicial District Court of Cameron County, Texas. This is a case
initially filed to seek the appointment of a receiver. A hearing to determine whether the Department will
be appointed receiver for the cemetery has been delayed pending the owner’s attempt to sell the
cemetery. We are now amending the petition to seek an injunction for the cemetery owner’s violation of
the Commissioner’s previously issued cease and desist order.,

State of Texas v. House Savings Investment, LLC, ef al, Cause No. D-1-GV-13-000763, In the 353rd
District Court of Travis County, Texas. On July 26, 2013, the district court issued a temporary
restraining order and appointed a temporary receiver under the authonty of Chapter 151, Texas Finance
Code, to take control of two companies performing money services business activities (bl-monthly
mortgage payments). An agreed permanent injunction and appointment of permanent receiver order was
entered by the court on August 13, 2013, The Receiver closed the company offices in Houston and is
continuing to administer the estate, investigate misappropriation of customer funds, prosecute litigation
against third parties, and pursue and recover estate assets. There is no new activity in this case.

Texas Department of Banking v. Greg Abbott, Attorney General of Texas; Cause No. D-1-GV-11-
001906, In the 53rd District Court of Travis County, Texas. This is an appeal from the Attorney
General’s letter ruling on a public information request. The Assistant Attorney General representing the
Open Records Division and the Assistant Attorney General representing the Texas Department of
Banking have filed motions for summary judgment.
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Memorandum to Finance CommissionA '
June 2, 2014
Page 2

Contested Case Hearings

Gonzaler Funeral Home, Gonzalez Family Funeral Home, LLC, Gonzalez-Rivera Funeral Home of
Edinburg, LLC, Adan Gonzalez, Myrna Doris Gonzalez, Marc Anthony Gonzalez, and Aaron Rivera,
Edinburg, Texas, Docket No, BE-13-10-039. Respondents were accused of violations of the Texas
Finance Code, Chapter 154, relating to the receipt of funds from the sale of preneed funeral benefits that
were not deposited in trust or submitted to a licensed insurance company as insurance premiums. A
hearing on restitution and penalties was held on August 7, 2013. The administrative law judge issued a
final proposal for decision (PFD) on March 28, 2014. The Commissioner issued his order on May 22,
2014, The Commissioner ordered restitution of $62,024 against Gonzalez Funeral Home, $24,602 from
B Marc A. Gonzlez, $23,306 from Adan N. Gonzalez, JIr., $9,832 from Myrsa Doris Gonzlez, and $124
g from Gonzalez Family Funeral Home, LLC. The Commissioner ordered penalties of $48,000 against
Gonzalez Funeral Home, $29,000 against Mdrc A. Gonzalez, $21,000 against Adan N. Gonzalez, Jr.,
$6,000 against Myrna Doris Gonzalez, and $500 against Gonzalez Family Funeral Home, LLC.

In re The Palms Memorial Gardens, Inc. et al., Docket No. BE-14-12-189, The Commissioner
previously issued cease and desist orders against The Palms Memorial Gardens, Inc. and The Palms
Memorial Gardens Association, ordering them to cease operating a perpetual care cemetery without a
certificate of authority. Both Respondents asked for a hearing; therefore the orders are not yet effective.
The Department set those two orders for hearing, and noticed the Respondents for a hearing to impose
penalties for viclations of Chapter 712 of the Health and Safety Code and a previous agreed order. A
hearing on the Department’s motion for partial summary judgment is set for July 10, 2014.

In re Pendergrass-People’s Mortuary, Inc., Docket No. BCD-13-13-222. This holder of an expired
prepaid funeral permit songht a hearing on the Commissioner’s proposed order to seize its prepaid
funeral records and funds. A hearing was.held on October 21 and 31, 2013, A proposal for decision has
been submitted, but the Department has asked the Commissioner to delay ruling until the Department has
finished reviewing the respondent’s application for a new permit. The respondent has now finalized his
application. We anticipate issuing a permit by June 6, 2014, After the permit is issued we will move to
dismiss the administrative hearing.

Orders

Since the last meeting of the Finance Commission, the Commlssmner issued seven orders, The Legal
Division assisted with the following final public orders.

Order No. 2012-030a, dated 5/12/2014: Terminating Consent Order, First State Banklof Miami,
Texas, Miami, TX R

Order No. 2014-007, dated 5/29/2014; Order cancelhng charter First State Bank of Miami, Texas,
Miami, TX

Order No. 2014-004, dated 4/1/2014; Order Approving Conversion from Trust-Funded PFB, Funeral
Agency, Inc., San Saba, TX

Order No. 2014:005, dated 5/22/2014; Final Order, Gonzalez Family Funeral Home et al, Edinburg,
X

QOrder No. 2014-006, dated 5/29/2014; Consent Order, Bill.com, Inc., Palo Alio, CA
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Memorandum to Finance Cdmmissi&n
June 2, 2014
Page 3

Order No. 2014-008, dated 6/2/2014; Order to Cease and Desist

Activity, Dinar Corp, Inc., Carson
City, Nevada, Carson City, NV -
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2. Discussion of and Possible Vote to Take Action on the Adoption of Amendments
10 7 TAC §25.1, Concerning Prepaid Funeral Contract Forms - Definitions.

PURPOSE: The amendments to §25.1 are proposed for adoption to
clarify that non-guaranteed cash advance items in a prepaid funeral
benefits contract are those delivered or provided by a third party provider
and to define “third party provider.”

_ RECOMMENDED ACTION: ©No comments were received. The
; ' Department recommends that the Commission approve adoption of the
amended rule in the Texas Register.

RECOMMENDED MOTION: I move that we adopt amendments to 7
TAC §25.1 without changes to the proposal as previously published in the
Texas Register.
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ADOPTION OF AMENDMENTS TO 7 TAC 25.1

Title 7. Banking and Securifies

- Part 2. Texas Department of Banking
Chapter 25. Prepaid Funeral Contracts
Subchapter A. Contract Forms
7 TAC §25.1

The Finance Commission of Texas (the
commission), on behalf of the Texas
Department of Banking (the department),
adopts amendments to §25.1, concerning
Definitions without changes to the proposed
text as published in the April 25, 2014 issue of
the Texas Register (39 TexReg 3332).

. These amendments clarify that non-
guaranteed cash advance items in a prepaid
funeral benefits contract are those delivered or
provided by a third party provider. The
amendments define “third party provider”asa
legal entity with a different federal tax
identification number from the funeral
provider, If a question arises as to whether a
certain entity is a third party provider,- the
department will require the funeral providerto
provide evidence that the third party has a
different tax identification number.

The basis for the rule is the existence
of confusion as to who constitutes a third
party for purposes of prepaid funeral benefits
contracts.

In accordance with Texas Finance Code
. §154.1511(a), purchasers of prepaid funeral
benefits may agree to advance funds for all or
any portion of items called cash advance
items, the actual cost of which will be
determined by existing prices when the
funeral benefits are provided. In the
department’s model prepaid funeral benefits
contract, the purchaser is informed that the

Page 1 of 3

provider of the funeral benefits pays for these
cash advance items on behalf of the purchaser
to third parties. Permit holders have differed
in their interpretation of who constitutes a
third party. For example, some permit holders
take the position that a sister company owned
by a common parent is not a third party, while
other permit holders take the position that
such a sister company is a third party. The .
department’s proposed definition of “third
party provider” clarifies this issue.

The department also proposed a non-
substantive amendment to the definition of
“funeral goods and services” in §25.1(b}2).
Section 25.1(b)}(2) included a reference to
§25.3(b) and omitted two words that were in
the title of §25.3(b). Therefore, the department
added “or Waiver” to make the reference to
§25.3(b) conform to the title of that section.

There are two amendments to the
definition of “non-guaranteed cash advance
items” in §25.1(b)8). The first change
clarifies that a purchaser is buying prepaid
funeral benefits, not a prepaid funeral benefits
contract. The second change clarifies that non-
guaranteed cash advance items are those

~provided by a third party provider. A

definition of the term “third party provider” is
added in the amendment as §25.1(b)(15).

The definition for “Third Party Provider”
is added to.§25.1(b) as paragraph (15) and the
following paragraphs are fenumbered
accordingly. The added definition states that a
third party provider is a separate legal entity
from the funeral provider. The third party .
provider must have a separate federal tax
identification number from the funeral

3-20



ADOPTION OF AMENDMENTS TO 7 TAC 25,1

provider, but it may be related to the funeral
provider through common ownership or as
subsidiaries or affiliates of one another.

The Department received no comments
regarding the proposed amendments.

The amendment is adopted pursuant to
Finance Code, §154.051(b), which provides
that the commission may adopt reasonable
rules concerning the keeping and inspection of
records relating to the sale of prepaid funeral
benefits and any other matter relating to the
enforcement and administration of Chapter
154. The amendment furthers one of the
purposes of Chapter 154 as stated in Finance
Code, §154.001 (1): to limit the manner in
which a person may accept funds in
prepayment of funeral services to be
performed in the future.

§25.1. Definitions.

(a) A word or term that is defined in

~ Finance Code, Chapter 154, retains the same
meaning when used in this subchapter unless.
the word or term is defined otherwise in

subsection (b) of this section.

(b) The following words and terms have
the following meanings when used in this
subchapter, unless the context in which a word
or term is used clearly indicates a different
meaning that is consistent with the purpose of

Finance Code, Chapter 154:

(1) "Contract bencficiary” means the
person named in a prepaid funeral benefits
contract as the intended recipient of contracted
funeral merchandise and services,

3-21

Page2 of 3

(2) '"Funeral goods and services"
means funeral merchandise and services that
are regulated as prepaid funeral benefits, as
that term is defined by Finance Code,
§154.002(9), except to the extent provided
otherwise in §25.3(b) of this title (relating to
What-Requirements Apply to a Non-Model
Contract or Waiver) and related provisions.

(3) "Funeral Provider" or “Provider”
has the meaning assigned by Finance Code,
§154.002(6), specifically a person that agrees
in a prepaid funeral benefits contract to
provide specified prepaid funeral benefits.

(4) "Insurance-funded contract" means
a prepaid funeral benefits contract funded by
an insurance policy.

(5) "Insurance policy" has  the
meaning assigned by Finance Code,
§154.002(7), specifically a life insurance
policy or an annuity contract. The term does
not include a policy for any other form of
insurance. - e

(6) "Model contract" means a prepaid
funeral benefits contract form developed and
published by the department for your use.

(7) "Model waiver" means the waiver
form developed and published by the
department for your use, to govern the
voluntary waiver of a purchaser's right to
cancel a prepaid funeral benefits contract as
permitted by Finance Code, §154.156(a).

(8) “Non-guaranteed cash advance
items™ are items for which a purchaser of
prepaid funeral benefits may agree to advance



ADOPTION OF AMENDMENTS TO 7 TAC 25.1

funds for all or any portion of the reasonable
estimated cost of the ifems included in the
prepaid funeral benefits contract, the actual
cost of which are to be determined by existing
prices at the time the items are delivered or
provided by a Third Party Provider in

" connection with at-need performance of the

contracted funeral.

(9) "Non-model contract” means a
prepaid funeral benefits contract form that
differs from the model contract with respect to
the requirements and standards of §25.3 of
this title and- §25.4 of this title (relating to

What Are the Plain Language Requirements .

for a Non-Model Contract or Waiver). A
model contract does not become a non-model
contract because you add your name,
trademark, or other information about you, or
information about the provider.

(10) "Non-model waiver" means a
form of waiver that has the same purpose as

- but differs from the model waiver with respect
to the requirements and standards of §25.2(c) -

of this title (relating to Am I Required fo Use
the Model Contract and Model Waiver) and
§25.4 of this title, For example, a model
waiver does not become a non-model waiver
because you add your name, frademark, or
other information about you, or information
about the provider.

(1D) "Prepaid funeral benefits
contract" or "contract” means a contract or
agreement for prepaid funeral benefits,
whether trust-funded or insurance-funded.

(12) "Purchaser" means the person
who contracts to buy prepaid funeral benefits.

Page 30f3

The purchaser may also be the contract
beneficiary. If permitted by the context, the
term includes the purchaser's authorized agent,

(13) "Responsible person” means the -
person charged with the disposition of the
coniract beneficiary's remains by Health and
Safety Code §711.002(a).

(14) "Seller" has the meaning assigned
by Finance Code, §154.002(10), specifically a
person selling, accepting money or premiums
for, or soliciting contracts for prepaid funeral -
benefits or contracts or insurance policies to
fund prepaid funeral benefits in this state.

(15) “Third Party Provider” means a
legal entity that is separate from the Funeral
Provider and which will provide non-
guaranteed cash advance items under a
prepaid funeral benefits contract. Separate
legal entities have different federal tax
identification numbers but may be related by
common ownership or be subsidiaries or
affiliates of-one another. .

(16) "Trust-funded contract" means a
prepaid funeral benefits contract funded by

 trust deposits made on behalf of the purchaser.

(17) "You" (or "I" in a section title)
means a seller that is licensed under Finance
Code, Chapter 154, and is subject to this
chapter. . :

This agency hereby certifies that the
adoption has been reviewed by legal counsel
and found to be a valid exercise of the
agency's legal authority. -
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3 Discussion of and Possible Vote to Take Action on the Proposal and Publication
for Comment of Amendments to 7 TAC §15.4, Concerning Corporate Activities-
Required Information and Abandoned Filings; 7 TAC §21.4, Concerning Trust
Company Corporate Activities-Required Information and Abandoned Filings; and
7 TAC §33.13, Concerning How to Obtain a New Money Services Business
License. -

PURPOSE: Amendments to these sections are proposed to allow the
Texas Banking Commissioner the discretion to grant an applicant
additional time to complete a filing and to remove the more formal
procedures for obtaining an extension that are currently in the rules.

RECOMMENDED ACTION: The Department recommends that the
Commission approve publication of the proposed amendments in the
Texas Register.

RECOMMENDED MOTION: [ move that we publish proposed
amendments to 7 TAC §15.4; 7 TAC §21.4; and 7 TAC §33.13 in the
Texas Register.
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Title 7. Banking and Securities

Part 2. Texas Department of Banking
Chapter 15. Corporate Activities
Subchapter A. Fees and Other Provisions
of General Applicability

7TAC§15.4

The Finance Commission of Texas (the
commission), on behalf of the Texas
Department of Banking (the department),
proposes to amend §15.4, concerning required
information and abandoned filings. The
amended rule is proposed to allow the Texas
Banking Commissioner (commissioner) the
discretion to grant an applicant additional time
to complete a filing and to remove the more
formal procedures for obtaining an extension
that are currently in the rule. This will provide
an opportunity for applicants to continue to
provide information needed by the department
to make a meaningful evaluation and
determination in processing filings.

The department proposes deleting the.
. current language in §15.4(c), which contains

deadlines for an applicant to request more
time to submit information in conjunction
with an application and for the commissioner
to act on such requests, The department
proposes amending §15.4(c) to state simply
that the commissioner has the discretion to
grant an applicant additional time and that the
commissioner will communicate his or her
decision to the applicant before the expiration
of the filing period.

Robert L. Bacon, Deputy Comumissioner,
Texas Department of Banking, has determined
that for the first five-year period the proposed
rule is in effect, there will be no fiscal
implications for state government or for local

PROPOSED AMENDMENTS TO 7 TAC 15.4

Page 1 of 3

government as a result of enforcing or
administering the rule.

Mr. Bacon also has determined that, for
each year of the first five years the rule as
proposed is in effect, the public benefit
anticipated as a result of enforcing the rule is

" that applicants who are diligently attempting

to provide the information required in an
application will have, if the commissioner
deems it appropriate, additional time to gather
and submit that information to the department.
Additionally, the department’s process for
acting on such requests will be more efficient,

For each year of the first five years that the
rule will be in effect, there will be no
economic costs fo persons required to comply
with the rule as proposed. There will not be
any anticipated costs to persons required to
comply with the rule as proposed.

There will be no adverse economic effect
on small" businesses- or micro-businesses.
There will be no difference in the cost of
compliance for small businesses as compared
to large businesses.

To be considered, comments on the
proposed amendment must be submitted no
later than 5:00 p.m. on August 4, 2014,
Comments should be addressed to General
Counsel, Téxas Department of Banking, Legal
Division, 2601 North Lamar Boulevard, Suite
300, Austin, Texas 78705-4294. Comments
may also be submitted by email to

legal@dob.texas.gov.

The amendment is proposed under
Finance Code, § 31.003, which authorizes the
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Finance Commission to adopt rules to
accomplish the purposes of Subtitle A, the
Texas Banking Act, including rules to

implement Subtitle A, and other provisions of .

general applicability to banks.

All sections of Subtitle A of the Finance
Code that provide for filings to be made to the
department are affected by the proposed
amended section, including §§ 31.005,32.003,
32,101, 32.103, 32.202, 32203, 32302,

132,401, 32.405, 32.502, 33.002, 34.102,
34.103, 35.0071, 202.001, 202.004, 204.101
and 204.201.

§15.4, Require&
Abandened Filings.

Information and

(@) Required information. The banking
commissioner may investigate and evaluate
facts related to a submitted filing or accepted
filing to the extent necessary to reach an
informed decision: The banking commissioner
may require any person or entity connected
with the matter, to which the submitted or
accepted filing pertains to submit additional
information, including, but not limited to, an
opinion of counsel with respect to a matter of
law or an opinion, review or compilation
prepared by a certified public accountant.

(b) On or before the 15th day after initial
submission of an application, the banking
commissioner shall issue a written notice
informing the applicant either that all filing
fees have been paid and the application is

. complete and accepted for filing, or that the
application is deficient and specific additional
information is required.
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(¢) Time limit for providing required
information. An applicant must provide all
information necessary for the Dbanking
commissioner to declare that a submission is
an accepted filing, whether the information is
required by form or rule or is requested by the

‘department. The information must be provided

to the department on or before the 61st day
after the date of initial submission of the
filing, except as otherwise provided by law. At
his sole discretion, the banking commissioner
may grant an _applicant additional time to

complete the application. Exfensions will be
communicated to the applicant before the

expiration of the filing period, [A—persen-er

- entity—may—request—an—automatic 30-day

department:]

(d) Abandoned filing. The banking
commissioner may determine any submitted
or accepted filing to be abandoned, without
prejudice to the right to. refile, if the
information required by the Finance Code, this
chapter, or any rule or regulation adopted
pursuant to the Finance Code, or additional



requested information, is not furnished within
the time period specified by subsection (c) of
this section or as requested by the banking
commissioner in writing to the person or
entity making the submission. The banking
commissioner may determine a submitted or
accepted filing for which fees required by the
Finance Code or by this chapter are not paid
within 30 days of receipt of the initial
‘submission to be abandoned. :

(¢) Notice. The banking commissioner
shall give written notice of any submitted or
accepted filing considered to be abandoned.
Notice of abandonment shall be effective upon
mailing by the department. Fees paid related
to an abandoned filing are nonrefundable,

PROPOSED AMENDMENTS TO 7 TAC 15.4
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Title 7. Banking and Securities

Part 2, Texas Department of Banking
Chapter 21. Trust Company Corporate
Activities

Subchapter A. Fees and Other Provisions
of General Applicability

7TAC §21.4

The Finance Commission of Texas (the
commission), on behalf of the Texas
Department of Banking (the department),
proposes to amend §21.4, concerning required
information and abandoned filings., The
amended rule is proposed to allow the Texas
Banking Commissioner {(commissioner) the
discretion to grant an applicant additional time
to complete. a filing. This will provide an
opportunity for applicants to ¢ontinue to
provide information needed by the department
to make a meaningful evaluation and
determination in processing the application.

The department . proposes deleting the
current language in §21.4(c), which contains
deadlines for an applicant fo request more
time to submit information in conjunction
with an application. and for the commissioner
to act on such requests. The department
proposes amending §21.4(c) to state simply
that the commissioner has the discretion to
grant an applicant additional time and that the
commissioner will communicate his or her
decision to the applicant before the expiration
of the filing period.

Robert L. Bacon, Deputy Commissioner,
* Texas Department of Banking, has determined
that for the first five-year period the proposed
rule is in effect, there will be no fiscal
implications for state government or for local
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government as a result of enforcing or

‘administering the rule.

Mr. Bacon also has determined that, for
each year of the first five years the rule as
proposed is in effect, the public benefit
anticipated as a result of enforcing the rule is
that applicants who are diligently attempting
to provide the information required in an
application will have, if the commissioner
deems it appropriate, additional time to gather
and submit that information to the department.
Additionally, the department’s process for
acting on such requests will be more efficient.

For each year of the first five years that the
rule will be in effect, there will be no
economic costs to persons required to comply
with the rule as proposed. There will not be
any anticipated costs to persons required to
comply with the rule as proposed.

There will be no adverse economic effect
on. small businesses- or micro-businesses.
There will be no difference in the cost of
compliance for small businesses as compared
to large businesses,

To be considered, comments on the
proposed amendment must be submitted no
later than 5:00 p.m. on August 4, 2014.
Comments should be addressed to General
Counsel, Téxas Department of Banking, Legal
Division, 2601 North Lamar Boulevard, Suite
300, Austin, Texas 78705-4294. Comments
may also be submitted by email to
legal@dob.texas.gov.

The amendment is proposed under
Finance Code, §181.003, which authorizes the



Finance Commission to adopt rules to
accomplish the purposes of Subtitle F, the
Texas Trust Company Act, including rules to
implement Subtitle F.

All sections of Subtitle I¥ of the Finance -

Code that provide for filings to be made to the
department are affected by the proposed
amended section, including §§ 181.004,
182.003, 182.011, 182.012, 182.013, 182.101,
182.103, 182.202, 182.203, 182.302, 182.401,
182.405, 182.502, 183.001, 183.002, 184.102,
184.103, 184.301, 184.302, and 185.0071.

§21.4. Required Information and
Abandoned Filings.

(a) Required information. The banking
commissioner may investigate and evaluate
facts related to a submitted filing or accepted
filing to the extent necessary to reach an

informed decision. The banking commissioner

‘may require any person or entity connected
with -the matter to which the submitted or
accepted filing pertains to submit additional
information, including, but not limited to, an
opinion of counsel with respect to a matter of

law or an opinion, review or compilation

prepared by a certified public accountant.

(b) Accepted for filing. On or before the
15th day after initial submission of an
application, the banking commissioner shall
issue a written notice informing the applicant
either that all filing fees have been paid and
the application is complete and accepted for
filing, or that the application is deficient and
specific additional information is required.

PROPOSED AMENDMENTS TO 7 TAC §21.4
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(). Time limit for providing required
information. Unless otherwise provided for in
the Trust Company Act, this chapter or rules
and regulations adopted pursuant to the Trust
Company Act, all required information
necessary for the banking commissioner to
declare that a submission is an accepted filing
shall be provided to the department on or
before the 61st day after the date of the initial
submission of the filing. At his sole discretion
the banking commissioner may grant an
applicant additional time to complete the
application. Extensions will be communicated
to the applicant before the expiration of the
filing period. [A-personorentity- mayrequest

department:|

(d) - . Abandoned filing. The banking
commissioner may determine any submitted
or accepted filing to be abandoned, without
prejudice to the right to refile, if the
information required by the Trust Company
Act, this chapter, or any rule or regulation
adopted pursuant to the Trust Company Act,
or additional requested information, is not
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furnished within the time period specified by

subsection (¢) of this section or as requested

by the banking commissioner in writing to the
person or entity making the submission. The
banking commissioner may determine a
submitted or accepted filing for which fees
‘required by the Trust Company Act or by this
chapter are not paid within 30 days of receipt
of the initial submission to be abandoned.

{(e) Notice. The banking commissioner
shall give written notice of any submitted or
accepted filing considered to be abandoned.
Notice of abandonment shall be effective upon
mailing by the department. Fees paid related
to an abandoned filing are nonrefundable.

PROPOSED AMENDMENTS TO 7 TAC §21.4
Page 3 of 3
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Title 7. Banking and Securities

Part 2. Texas Department of Banking
Chapter 33. Money Services Businesses
7TAC §33.13

The Finance Commission of Texas (the
commission), on behalf of the Texas
Department of Banking (the department),
proposes to amend §33.13, concerning the
process for obtaining a money services
business license. The amended rule is
proposed to allow the Texas Banking
Commissioner (commissioner) the discretion
to grant an applicant additional time to
complete a filing and to remove the more
formal procedures for obtaining an extension
that are currently in the rule. This will provide
an opportunity for applicants to continue to
provide information needed by the department
‘to make a meaningful evaluation and
determination in processing the application.

The department- .proposes a non-
substantive amendment to §33.13(d)(2), which
is to clarify a reference to §33.13(d)(1) by
adding the words “of this subsection.”

The department proposes deleting the
current language in §33.13(f)(2) and all of
current §33.13(f)(3), which contain deadlines
for an applicant to request more time to
submit information in conjunction with an
application and for the commissioner to act on
such requests. The department proposes
amending §33.13(f)(2) to state simply that the
commissioner has the discretion to grant an
applicant additional time and that the
commissioner will communicate his or her

PROP
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Stephanie Newberg, Deputy
Commissioner, Texas Department of Banking,
has determined that for the first five-year
period the proposed rule is in effect, there will
be no fiscal implications for state government
or for local . government as a result of
enforcing or administering the rule.

Ms. Newberg also has determined that, for
each vear of the first five years the rule as
proposed is in effect, the public benefit
anticipated as a result of enforcing the rule is
that applicants who are diligently attempting .
to provide the information required in an
application will have, if the commissioner
deems it appropriate, additional time to gather
and submit that information to the department.
Additionally, the department’s process for
acting on such requests will be more efficient.

For each year of the first five years that the
rule will be in effect, there will be no
economic costs to persons required to comply
with the rule as proposed. There will not be
any anticipated costs to persons required to
comply with the rule as proposed.

There will be no adverse economic effect
on small businesses or micro-businesses.
There will be no difference in the cost of
compliance for small businesses as compared
to large businesses.

To be considered, comments on the
proposed amendment must be submitted no

later than 5:00 p.m. on August 4, 2014.

decision to the applicant before the expiration

of the filing period. The following paragraph
is renumbered accordingly.
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may also be submitted 'by email to
legal@dob.texas.gov.

The amendment is proposed under
Finance Code, §151.102, which authorizes the
Finance Commission to -adopt. rules to
implement Finance Code, Chapter 151
regarding money service businesses.

Finance Code, §151.203 and §151.204, are
affected by the proposed amended section.

§33.13. How Do I Obtain a New License?

(a) Does this section apply to me? This
section applies if you seek a new money
transmission or currency exchange license
under Finance Code, Chapter 151.

(b) What must I do to apply for a license?
To apply for a new money {ransmission or
currency exchange license, you must:

(1) submit an application on the form

prescribed by the department; and

(2) fully complete the application
form and provide the information and
documentation as specified in the application
and the department’s instructions.

(c) What does the application process
generally involve? The banking commissioner
will review your application and, as

“authorized by Finance Code, Chapter 151,

investigate you, your principals including
officers, directors and shareholders of a
publically traded parent if the principal has
25% or more ownership of the applicant, and
all related facts to determine if you possess the
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qualifications and satisfy the requirements for
the license for which you apply. At any time
during the review and investigation process,
the commissioner may require such
information as the commissioner considers
necessary- to evaluate your application,
including an opinion of counsel or an opinion,
review or compilation prepared by a certified
public accountant. It is your responsibility to
provide or cause to be provided all the
information the commissioner requires.

(d) What is required for the department to
begin processing my application?

(1) Your application must provide and
be accompanied by the following at the time
you submit the application to the department:

{A) your signature or the signature
of your duly authorized officer, as applicable,
sworn to before a notary, affirming that the
information in the application and
accompanying documentation is true;

(B) an application fee, in the
amount established by commission rule, in the -
form of a check payable to the Texas
Department of Banking;

(C) all required search firm

reports; and

(D) if you are applying for a
money transmission license:

(i) security in the amount of at
least $300,000 that complies with Finance
Code, §151.308, and an undertaking to

~ increase the amount of the security if



additional security is required under that
section; and :

(1) an audited financial
statement demonstrating that you satisfy the

PROP

minimum net worth requirement established .

by Finance Code, §151.307(a), and that, if the
license is issued, you are likely to maintain the
required minimum; or

(B) if you are applying for a
currency exchange license:

(i) security in the amount-of
$2,500 that complies with Finance Code,
§151.308; and

(i) a financial statement
demonstrating your solvency.

(2) The department may refuse to

process and may return to you an application
submitted without all the items identified in
paragraph (1) of this subsection. If you submit
~ your application fee, but fail to include one or
more of the other items identified in paragraph
(1) of this subsection, the department will
return or refund the fee or, if you promptly
submit an - application that includes the
missing items, apply the fee to your
subsequent application. -

OSED AMENDMENTS TO 7 TAC §33.13
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(1) your application is incomplete and
the additional information specified in the
notice is required before the department will
accept your application for filing; or

(2) your application is compléte and
accepted for filing.

(f) When must I provide the additional
information the department requires to
consider my application complete and to
accept it for filing?

(1) Subject o paragraph [paragraphs]
(D)—6Brand—4)] of this subsection, the

department must receive all information
required to consider your application complete
and to accept it for filing on or before the 61st
day after the date the department receives your
initial application,

(2) Athis sole discretion, the banking
commissioner may grant an applicant
additional time to complete the application.
Extensions will be communicated io the

applicant before the expiration of the filing
period, [Fhebanking-eommissionermaygive

 yowa30-day-extensionto-submittherequired

information—if —the ée?a{g tment feeef‘es &

 exmiration of the initial £0.d e

(¢) When will the department tell me if

my application is complete and accepted for
filing? On or before the 15th day after the
date the department receives your application,
and if the application is not retumed as
provided for in subsection (d)(2) of this
section, the department will notify you in
writing that:
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-E g] ; »o.; ] -13
youon-orbeforethe 10th-dayafter the datethe
department receives yourrequest]

(3) [¢49]  After reviewing the
information you provide in response to the

department’s inifial request for additional

information, the department may determine
that still more information is required to
consider your application complete and to
accept it for filing. The department will notify
you in writing if further information is
required and specify the date by which the
department must receive the information.

(g) What happens if I do not provide the
required information?

(1) The banking commissioner may
determine that your application is abandoned,
without prejudice to your right to file a new
" application, if the department does not receive
the information required in the application and
department’s instructions or the additional
information required by the department within
the time specified in subsection (f) of this
section or as otherwise requested by the
commissioner in writing to you.

(2) The banking commissioner witl
notify you in writing if your application is
considered abandoned. The commissioner’s
determination is effective the date the
department mails you the notice and may not
be appealed. The department will not refund
the fee you paid in connection with the
abandoned application.”

(h) After the department accepts my
application for filing, when will I know if the
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application is approved? On or before the
45th day after the date the department accepts-
your application for filing, the banking
commissioner will approve or deny your
application and advise you in writing of the
decision.

(i) May I appeal the denial of my
application? Yes. If the banking commissioner
denies your application, you may appeal the
denial in accordance with Finance Code,
§151.205(D).

() What if the department does not
comply with the application processing times?
If the department fails to comply with the
application processing times specified in
subsections (&) or (h) of this section, you may
file a complaint under §33.15 of this title
(relating to Failure to Comply with
Application Processing Times).
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4. Discussion of and Possible Vote to Take Action on the Proposal and Publication
for Comment of Amendments to 7 TAC §33.27, Concerning Fees to Get and
Maintain a Money Services Business License.

PURPOSE: Amendments to §33.27 are proposed to increase revenue
| from assessments to better match the cost of administering and enforcing
the Money Services Act. Assessment rates have not increased since 2006.
The proposed amendments will replace the fee assessment schedule in
subsection (h)(1), currently applicable to all licensed money services
businesses, with two revised schedules in proposed subsection (), one
applicable to money transmission licensees and one applicable to currency
exchange licensees. In addition, the annual license fee required by Finance
Code §154.207, currently set forth in existing subsection (e), is proposed
to be included in the assessment fee rather than separately charged and
collected.

RECOMMENDED ACTION: The Department recommends that the
Commission approve publication of the proposed amendments in the
Texas Register.

. RECOMMENDED MOTION: I move that we publish proposed
] _ amendments to 7 TAC §33.27 in the Texas Register.
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Title 7. Banking and Securities

Part 2. Texas Department of Banking
Chapter 33. Money Services Businesses
7 TAC §33.27

The Finance Commission of Texas (the
commission), on behalf of the Texas

PROPOSED AMENDMENTS TO 7 TAC §33;27

Department of Banking (the department), -

proposes to amend §33.27, conceming what
fees must be paid to get and maintain a
license. A

The proposed amendments to §33.27
will replace the fee assessment schedule in
subsection (h)(1), currently applicable to ail
licensed money services businesses, with
two revised schedules 1in proposed
subsection (e), one applicable to money

" transmission licensees and one applicable to

currency exchange licensees. In addition, the
annual license fee required by Finance Code
§154.207, currently set forth in existing
subsection (e), is proposed to be included in
the assessment fee rather than separately
charged and collected. Other proposed
changes are for conforming purposes or to
improve organization of §33.27.

Pursuant to Finance Code §16.003, the

department is charged with responsibility for
all direct and indirect costs of its existence
and operation, and may not direcily or
indirectly cause the general revenue fund to
incur any of such costs. Under Finance Code
§151.102(a)(5), the commission may adopt
rules as necessary or appropriate to recover
the cost of administering and enforcing the
Money Services Act and other applicable
law by imposing and collecting
proportionate and equitable fees for notices,
applications, examinations, investigations,

Page1 of 5

and oiher actions required to achieve the
purposes of the Money Services Act.

Most regulatory programs administered
by the department are supported by similar
language, requiring each regulated industry
to pay its proportionate share of the cost of
regulation. The purpose of a fee charged by
the department, whether the fee is for an
application, an examination, or another
purpose, is to enable the department to be
self-supporting and each regulatory program
to be self-sustaining. The department
therefore must periodically evaluate its
operations to determine whether the
department's  fee  structure  equitably
allocates the cost of regulation as required -
by statute.

A key regulatory function for which the
cost of operations is no longer adequately
funded by existing fees is the required
periodic examination of each licensed
money  services  business.  Proposed
amendments to §33.27 will increase the
amount of the ‘assessment paid by most
money service businesses, and these
adjustments are long overdue. The
assessment has not been increased in eight
years, see the August 25, 2006, issue of the
Texas Register (31 TexReg 6643).

The proposed fee increases are
necessary because revenue from assessments
has not kept pace with the department's
operational costs, which have increased over
the years due to inflation, the need to attract,
hire and retain qualified personnel, and the

« additional time, resources and attention
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adjustments will provide the funding
required to administer and enforce the
Money Services Act and do so in a manner
that is fair and equitable to all license
holders.

Stephanie Newberg,
Commissioner, Texas Department of
Banking, has determined that for the first
five-year period the proposed amended rule
is in effect, there will be fiscal implications
for state government (but not for local
government) as a result of enforcing or
administering the rule. Ms. Newberg
estimates that the proposed assessment fee
adjustments to §33.27 will generate an
additional $177,738 in revenue for each year
~of the first five-year period the proposed
rule is in effect.

Ms. Newberg also has determined that,
for each year of the first five years the
amended rule as proposed is in effect, the
~ public benefit anticipated as a result of
enforcing the rule is better matching of the
actual cost of regulation with the service
provided, for the purpose of achieving
economic self-sufficiency for administration
and enforcement of the Money Services Act
within the department.

For each year of the first five years that
the amended section will be in effect, there
will be economic costs to persons required
to comply with the amended section as
proposed. Thére will be an adverse
economic effect on small businesses and
micro-businesses, although the proposal has
been modified to reduce the effect as
described  further in the following

paragraphs. There will be a difference in the
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cost of compliance for small businesses as’
compared to large businesses.

There were 127 money services
business licensees that paid assessment fees
during the fiscal year ended August 31,
2013. Of these 127 licensees, 91 are small
businesses and 64 of those small businesses
are also micro-businesses, as those terms are
defined in Government Code, §2006.001.
However, two licenses are available under
the Money Services Act, a license for money
transmission or a license for currency
exchange. Because each of the 38 licensees
engaged solely in currency exchange
activities is a micro-business, as that term is
defined in Government Code, §2006.001,
and because examining a currency exchange
licensee is substantially less complex than
examining a money transmission licensee,
the proposed increase in assessments for a-
currency exchange licensee is substantially
less than the proposed increase for a money
transmission licensee.

. Baséd on the department's analysis, a
currency exchange licensee will on average
pay $579 more in fees for each year of the

~ first five years the proposed rule is in effect,

net of the $500 in annual savings to be
realized from repeal of the annual license
fee. Each of the 26 mioney iransmission
licensees that is a micro-business will on
average pay $1,032 more in fees for each
yeat of the first five years the proposed rule
is.in effect, net of the $1,500 in annual
savings to be realized from repeal of the
annual license fee. The average annual
increase in fees will be $1,527 for each of
the 27 money transmission licensees that is a
small business and not- also a micro-
business, and $2,435 for each of the 36



~ money transmission licensees that is a large
business, in each case net of the $1,500 in
annual savings to be realized from repeal of
the annual license fee.

Consistent with established practice, the
department provided each licensee under the
Money Services Act with a draft of the
proposed rule and invited informal
comments. No comments were submitted.
The department believes that the proposed
assessment fee structure best satisfies the
mandate of Finance Code §151.102(a)(5)
that fees be proportionate and equitable, and
provide for recovery of the department's
costs related to administering and enforcing
the Money Services Act.

- To be considered, comments on the
proposed section must be submitied no later
than 5:00 p.m. on August 4, 2014,
Comments should be addressed to General
Counsel, Legal Division, Texas Department
of Banking, 2601 North Lamar Boulevard,
Svite 300, Austin, - Texas 78705-4294.

Comments may also be submitted by email'

to legal@dob.texas.gov.

The amendment of §33.27 is proposed
under Finance  Code,  §151.102(a),
specifically §151.102(a)(5), which
authorizes the commission to adopt rules
necessary or appropriate to recover the cost
of maintaining and operating the department
and the cost of administering and enforcing
Finance Code, Chapter 151, and other
applicable law by imposing and collecting
proportionate and equitable fees and costs
for notices, applications, examinations,
investigations, and other actions required to
achieve the purposes of Chapter 151.

PROPOSED AMENDMENTS TO 7 TAC §33.27
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Finance Code, §151.207 and §151.601,
are affected by the proposed amended
section.

' §33.27. What Fees Must 1 Pay to Get and

Maintain a License?
(a) (No change.)
(b) Definitions.

(1) "Annual Assessment”--the fee
assessed annually to pay the costs incurred

by the department to examine a license

holder and administer Finance Code,
Chapter 151, including the annual license
fee  required by Finance Code,
§151.207(b)(1).

(2) (No change.)
(©) - (d) (No change.)

(¢) What fees must I pay to maintain
my license? You must pay your annual
assessmerit. Subject to paragraph (3) of this
subsection. the amount of your annual
assessment is determined based on the total
annual dollar amount of yvour Texas money
fransmission and or currency exchange

transactions. as applicable, as reflected on
vour most recent annual report filed with the

department under  Finance Code,
§151.207(b)(2).

'(1) If. you hold a currency
exchange license, you must pay the annual

" assessment specified in the following table:

[an-annuallicense feeof $500:]

Fipure: 7 TAC §33.27(e}(1)
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(2) If you hold a money
transmission license, you must pay the
annual assessment specified in the following

' t_exbl_@;[aﬁ—aaaﬁ&a%%e_eﬁse—fee—eﬁ%%é@&]

Figure: 7 TAC §33.27(e¥(2)

(3) _If you are a new license holder
and have not vet filed vour first annual
report under Finance Code, §151.207(b)(2
vou must pay _the minimum annual
assessment specified by paragraph (1) or (2)
of this subsection, as applicable, prorated for

the number of quarters remaining in the-

department's fiscal vear after the date your
license is issued.

- (@) (No change.)

(h) What other fees must I pay [feran
examnatieon|?

(1) If the department does not
receive your completed annual report on or
before the due date prescribed by the
commissioner _under  Finance  Code,
§151.207. vou must pay a late fee of $100
per dav for each business dav after the due
date that the department does not receive

vour completed annual report. [Yeu—must
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(2) (No change.)

(3) fyou are a new license holder
and have not yet filed your first annual
report required under TFinance Code,
§151.207(b)(2), you must pay an
examination fee of $75 per hour for each
examiner and all associated travel expenses
for an examination. The portion of this fee
attributable to _hourly charges shall be
reduced by an amount equal to 50% of the
annual assessment yvou paid pursuant fo
subsection (e)(3) of this section. but not
below zero. [Yeur—subsequent—annual
assessmentswill-be-ealenlated-in-nceordance
w&h—paf&gfaph—@—ef-ﬂﬂs—subsee&eﬁ—]

(4) - (5)- (No change.}

(i) How and when do I need to pay for
the fees required by this section?

(1) - (2) (No change.}

(3) Your annual assessment [—¥Bﬂ

must—pay-the—annual-lieense—fee] required

~under subsection (e) of this section may be

billed in guarterly or fewer installments in
such periodicallv adjusted amounts as
reasonably necessary to pay for the costs of
cxamination and to administer Finance
Code, Chapter 151. You must pay the
annual assessment fee by ACH debit, or by
another method if directed to do so by the
department. At least 15 days prior to the
scheduled ACH transfer, the department will
send vou a notice specifying the amount of

the pavment due and the date the department -

will initiate payment by ACH debit, The

commissioner may decrease your annual
assessment if it is determined that a lesser

‘amount than would otherwise be collected is




necessary to administer the Act [at-thetime
vou--file—your—completed—annual—report:
\dditionativ:]

[eA)—Your must-pay-the-feo-by

You-must-pay—this—fee immediately-upon ”
(4)-(5) (No change))

(6) If you owe a late fee as
provided by subsection (h)(1} of this section,
you must pay this fee immediately upon
receipt of the department's written invoice.
[Your—annual—assessment—required—under

1 ) ) )—ofthi A l

PROPOSED AMENDMENTS TO 7 TAC §33.27

Page 5 of 5

ISP y—ACH-Gebit—The

p i : i ined 51 lﬁdﬂ e

: 14 otherwise-be-eol :
neecessary-to-admintster-the-Aet)

(7) - (8) (No ohange.)

(i) (No change.)
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Figure: 7 TAC §33.27{e)(1)

Annual Assessment Fee Schedule for CEX License Holders:

If your total number of annual transactions is:

I

Over --

But not over --

Then your annual
assessment is:

$249,999.99

$2,750.00

$250,000.00

$499,999.99

$2,750.00 plus the amount of
your transactions over $250,000
multiplied by a factor of .00235

$500,000.00

$999,999.99

$3,350.00 plus the amount of
your transactions over $500,000
multiplied by a factor of .00175

$1,000,000.00

$9,999,999.99

$4,250.00 plus the amount of
your transactions over $1 million
multiplied by a factor of .000115

$10,000,000.00

$24,999,999.99

$5,250.00 plus the amount of
your transactions over $10
million multiplied by a factor of
0000835

$25,000,000.00

$49,999,999.95 . . -

- . §6,250.00 plus the amount of

your transactions over $25
million multiplied by a factor of
.0000735

$50,000,000.00

$199,999,999.99

$7,950.00 plus the amount of
your transactions over 550
million multiplied by a factor of

}.00001155

. $200,000,000.00

$9,150.00 plus the amount of

‘Iyour transactions over $200

million multiplied by a factor of
.00001125, but not more than

$21,250.00.
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If the calculation result is greater than $21,250, your annual assessment is $21,250,




Figure: 7 TAC §33.27(e)(2)

Annual Assessment Fee Schedule for MT License Holders:

if your total number of annual transactions is:

Qver -

But not over --

Then your annual
assessment is;

$249,999.99

$3,950.00

$250,000.00

$499,999.99

53,950.00 plus the amount of
your transactions over.$250,000
multiplied by a factor of .00235

$500,000.00

$999,999.99

$4,550.00 plus the amount of
your transactions over $500,000
multiplied by a factor of .00175

$1,000,000.00

$9,999,999.99

$5,450.00 plus the amount of
your transactions over $1 million
multiplied by a factor of .000115

$10,000,000.00

$24,999,999.99

$6,450.00 plus the amount of
your transactions over $10
million multiplied by a factor of
.0000835

$25,000,000.00

$49,999,999.99

-+ $7,700.00 plus the amount of

your transactions over $25

million multiplied by a factor of
.0000735

$50,000,000.00

$199,999,999.99

$9,450.00 plus the amount of
your transactions over S50
million multiplied by a factor of

.00001155

$200,000,000.00

$11,100.00 plus the amount
of your transactions over $200
million multiplied by a factor of
.00001125, but not more than
$21,250.00.
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If the calculation result is greater than $21,250, your annual assessment is $21,250,
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C. Texas Department of Savings and Mortgage Lending
1. Industry Status and Departmental Operations — State Savings Bank Activity:

a, Industry Status

State-chartered thrift assets under the Department’s jurisdiction totaled $10.4 billion as of March 31, 2014,
which is 5% greater than the asset size of the industry one year prior. The total number of state savings banks
(“SSBs™) remains 30 after the conversion of a federal thrift to a state charter and the merger out of a SSB
into a national charter.

Nonperforming assets in state~chartered thrifts decreased to its lowest level in more than eight years at
0.70% of total assets or 6.19% of equity capital plus lean loss reserves (excluding one institution that is
* active in acquiring discounted performing and nonperforming assets in the secondary market). While past
due and nonacerual loans, and foreclosed real estate have improved to below pre-recession levels, these risks
continue to be monitored closely by state and federal regulators.

The annualized return on average assets for thrifts in the first quarter of calendar year 2014 was 1.93%,
which is down from recent guarters, but similar to one year prior. Increased profitability occurred in 33% of
savings banks in comparison to one year prior. The percentage of unprofitable thrifts increased slightly to
13%. The industry’s net interest margin continues to contract as a result of declining yields on commercial
foans, commercial real estate loans, and consumer loans.

State thrift capital levels are strong and increasing as represented by an aggregate 17.73% Tier 1 Leverage
Ratio. Quarterly growth in equity came through $50 million in net income, $6.1 million in unrealized gains
on investments, $4 million in parent company injections, and $1 million in stock sales, offset slightly by $4.8
million in dividends.

Composite CAMELS ratings among thrifts have not materlally changed since the last report to the Finance
Commission. The total number of 1 or 2 rated state savings banks remains 28, or 93% of the industry.

b. Savings Bank Charter and Merger Activity

On March 21, 2014, an application was filed by Pioneer Bancshares Inc., anpmg Springs; and its
subsidiary Pioneer Bank, SSB, to acquire C Bar M, Inc., Kerrville, and its subs1d1ary Union State Bank. The
application was approved and the transaction consummated on May 30, 2014,

¢. Wholesale Savings & Loan Charter and Merger Activity

On May 9, 2014, an application was received for a de novo wholesale savings and loan charter to be named
Royal United Savings and Loan Associatmn The apphcat;on is currently under review.

d. Recap of Problem Institutions/Enforcement Yssues -

There have been no changes in the number of problem institutions since the previous Finance Commission

-meeting. Two state savings banks are currently rated a composite 3 or 4. There are no 5 rated state savings
banks. In addition to normal supervisory activities, the progress of any “problem institution” is monitored
through more frequent onsite visits and examinations, and offsite review of compliance with enforcement
actions. The use of a Supervisory Agent is also routinely employed when deemed necessary.

e. Other Issues

None
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SSB CAMELS RATINGS

20 20 20

Number of SSBs

1 2 3,4,0r3

CAMELS COMPOSI’I‘E RATINGS
i 5/312014 8312013 83172012

Number of Exami . T 17.5 16.
A Number of Institutions at Fiscal Year HIbET Of EXammers 155 7 3
End 5/31/2014 (30 total) Institutions per Examiner]| 19 17 1.8
OMumber of Instifutions at Fiscal Year #Assets per Examiner
- End 8/31/2013 (30 total) (Thousands of Dollais)| 669,580 565,239 576308
81 Number of Institutions at Fiscal Year Percent of Examiners Fully-
End 8/31/2012 (30 total) ] Commissioned| 74.19% 65.71% 75.76%

#¥Number of Examinations & :
Visitations Performed 24 31 33
**Percent of Exammations -
Performed within Time Frames 100% - 100% 100%

* asset figures based on Call Report Data as of 9/30/xx
wE ﬁs_;cal year-to-date, examinations performed every 6-18 months

SSB's Tier 1 Leverage Capital Ratio

45%

404%-
° 40% T
&5
,.g 35%
S 30%
(3]
9; 25%
E 20%
& 15%
oh _ : 10.6% 10.5%
g 10% ST B
B iy o e 0" e
] 5% 1 %’r’ e n A ey
T o B e Parirera
)
= 3/31/14 12/31/13 12/31/12
304# 30# 30#
e Highest Tier T Leverage Capital Date YID
E==3Lowest Tier 1 Leverage Capital
E==1Median Tier 1 Leverage Capital
e=fmm P(CA WEH Capitahzed = 5% # = Nuﬂlber Of SSBIS
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Aggregate Net Interest Margin / Return on Average Assets
7.0% . :

6.0%

: 5.0%

4.0%
3.0%

2.0%

Percent

1.0%

0.0% -
qopl 1 2 3 4 sy o2 3 4 5|3 2 3 4 5

-2.0%

-3.0%

03/31/14 12/31/13 12/31/12
Quintile / Date

Aggrégate Net Interest Margin -8 = Refurn on Average Assets

Non-Performing Assets Plus Other Real Estate Owned to Assets

7.0%
6.5%
6.0% -
5.5%
5.0% -
4.5% -
L A40%
83.5% -
;‘33.0% .
" 2.5% -
2.0% A e
1.5% 1 94.97%
1.0% - 0.26%4 00, 0-52%0.48%9.59%/3 i

| 06% 0.40%
‘ ‘ 0.5% - 0.03023 0_?[0% 08% :
| :

©5.81%

L]

0.0% <

3 4 3
Quintile

£ Year-to-Date 3/31/2014*  B3Year End 12/31/2013%  ®@Year End 12/31/2012%

* Fxcludes an institution whose core business is managing problem assets,
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2. Industry Status and Departmental 0peraﬁohs — Mortgage Lending Activity:

a. Residential Morteage Loan Originators

. Current Licensing Population:

Approved

ii:z?zesz}ilgm 4 Company Branch MLO .
{MU1) (MU3) (MU4)
Auxiliary 9 n/a
CUSO 4 2
FSC 1 n/a
Independent Contractor 63 n/a
Mortgage Company 1,005 344
. Mortgage Banker 3635 . 1,696
Mortgage Servicer 138 n/a
Totals - 1,585 2,042 16,511

Through the 3™ quarter of FY14, the Department received 5,618 new license requests and 46,260 other
filings (amendment, sponsorships, efc.). Since January 2014, the Department has received over 600 new
license requests each month. During February and -April, the Department saw spikes in the number of
applications being filed; 727 and 782 respectively. In reviewing the items filed for these months, it appeared
‘that the majority of the increase in filings was attributable to one nationwide company. Despite the increase
in workload, on average, the Department continues to stay within ten business days for processing of filings.

b. Mortgage Examix;aﬁons

- As of the 3™ quarter of FY14, a total of 265 full scope examinations were conducted covering 2,455
Mortgage loan originators. The examinations are continuing to identify various degrees of unlicensed /
unauthorized loan origination activity and other compliance issues.

In April, the Department sent nine morfgage examiners to a five 'daj‘; AARMR / CSBS Training School in
Dallas which focused on new Consumer Financial Protection Bureau rules.

A Dallas based mortgage examiner retired effective May 31, 2014. This posmon will be refilled in addition
to adding a new Houston and Dallas based examiner positions,

¢. Consumey Complaintstegal Issues

" As of the 3" quarter FY14, a total of 708 consumer complaints were received. This represents no increase
when compared to the same period in fiscal year 2013, Loan servicing complaints represent 62% of the total
number of complaints received during fiscal year 2014. As of May-31, 2014, there were a total of 122 open
consumer complaints with 93% of the complaints aged less than 90 days No complaints were aged over 180
days at the end of the quarter.

The Department and ten other state regulatory agencles are participating in a Governmental Portal 2.0
working group to enhance the compiaint sharing program with the Consumer Financial Protection Burean,



Enforcement Activity: During the permd of April I, 2014 through May 31, 2014, the Department repori:s the
following Enforcement Activity:

Disciplinary Cases

Notices of Hearings Issued: 4

Hearings Held: 2

Final Orders as a Result of a Hearing: 1

Orders to Cease and Desist: 8

Orders to Take Affirmative Action: 15

Agreed Orders to Cease and Desist: 3

Agreed Orders to Take Affirmative Action: 10

Orders of Suspension: 0

Agreed Orders of Suspension: 0

Orders Lifting Suspension: 0

Final Orders Revoking License: 0

Formal Advisory Letters: 15

Other Orders
Amended Orders to Cease and Desist: 0
Amended Orders to Take Affirmative Action: 0
Orders Rescinding Prior Order: 7
Orders of Dismissal: 2

Appeals of License Denpials

Notices of Hearings Issued: 2

Appeals Received: 1

Hearings Held: 1

Final Orders as a Result of a Hearing: 0
Dismissal Orders: 1

Agreed Orders: 0

Non-Sufficient Funds (NSF)
Letters Issued: 0

Recovery Fund

Notices of Hearings Issued: 0

Hearings Held: 0 '

Final Orders as a Result ofa Hearing: i

‘Collection Cases Referred to the Attorney General
Collection Cases Referred fo the Attorney General: 0

Legal Issues: There were no Recdvery Fund claims paid during the period 4/01/2014 - 5/31/2014.
d. Other Issues o B

Nomne.
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3. Fiscal/Operations Activity:

a. Funding Status/Audifs/Financial Reporting

Funding Status/Budget — Staff is in the process of closing out the third quarter of FY14 and building the
budget for FY15,

b. Staffing

As of June 1, 2014, the ageﬁcy was staffed at 58 regular full time employees and 1 regulaf part-time
employee with 64 FTEs available.

A Mortgage Examiner retired in May. Currently, several vacancies are posted on the agency’s website: a
General Counsel, a Network Specialist, and three field Mortgage Examiners, two of which are in Dallas and
one in Houston. _ L

¢, Other Issues

None
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. 2601 N. Lamar Blvd - - -
y ’ Austin TX 78705

512- 936-7600

: Fax; 512-836-7610
Office of Consumer Consumer Helpline: 800-538-1579

#Credit Commissioner Emalt: info@iccoc. state;tx.us

MEMORANDUM

‘ TO: Finance Commission Members

| FROM: Rudy Aguilar, Director of Consumer Protection
DATE: June 1, 2014
SUBJECT: Consumer Protection Activities
EXAMINATION

Examinations Conducted: Sept - Apr
Fiscal Year Comparison

Motor Vehicle Credit Access
Sales Finance Business (CAB)

Bry'i4 773 362 575 . .. S 14 B 475
BFY 13 810 432 677 - Ce 435

Regulated Loan Property Tax Lenders

The total number of examinations conducted from September — April for Fiscal Year 2014 (FY ’14) and
Fiscal Year 2013 (FY ’13), are noted in the chart above. Our productivity lags behind the same time period
fast fiscal year due primarily to the additional time and resources associated with recruiting and training of
new examiners. The five new examiners hired in January 2014 have completed the {Phase i) classroom

training and field training in January 2014, and have only begun to independently conduct examinations
the latter part of April. | anticipate an increase in our productivity now that these examiners are
performing independent examinations. The three examiners hired in March 2014 {Lewis, Riley, and Perez)

i
A
ol
|

!

i
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Finance Commission Members
June 1, 2014
Page 2.0f5

and two examiners hired in April (Ballard and Startz) have all completed Phase I classroom training and are
currently receiving field training. These five examiners should be independently conducting examinations
sometime during the last quarter of FY '14, and will also increase productivity.

Linda Salazar was hired May 1, 2014 as an Investigator | for the Consumer Assistance Section (CAS). She s
currently receiving on-the-job training. Ms. Salazar’s position is a replacement for the CAS Customer
Service Representative position vacated by Linda Covalt-Tesh who retired the end of May 2014,

William Purce, Senior Review Examiner, Christine Graham, San Antonio Financial Examiner, and Dallas
Financial Examiners Jim Blakeman, Eric Fancher, and Bryan Butler attended the Consumer Financial
Protection Bureau New Rules Training April 28 — May 2, 2014 in Dallas. The training was jointly sponsored
by the American Association of Residential Mortgage Regulators and Conference of State Bank
Supervisors,

William Purce, Senior Review Examiner from the Austin staff made a presentation to dealers at the
Manufactured Housing Division of the Texas Department of Housing and Consumer Affairs on May 6, 2014
in Austin. Huffinan Lewis, Financial Examiner from Austin, made presentations at the TxDMV dealer
training seminars on April 16 and 17, 2014 in Houston. Eric Fancher, Financial Examiner, Dallas, made a
similar presentation at the TXDMV seminar in El Paso on May 15, 2014,

The chart below notes the current acceptable level of compliance in the five examination areas which have
remained fairly constant since the last year to date reporting period. The first chart on the following page
trends the compliance levels for Motor Vehicle Sales Finance (MVSF} on a quarterly breakdown.
Acceptable level of compliance for Motor Vehicle Sales Finance (MVSF) has shown a decline since the
fourth quarter of FY ’13. While we have ho empirical data, our review experience leads us to attribute this
to 1} an increase in the “buy here- pay here” (versus franchise) licensees, and, 2) expanded knowledge and
experience of field examiners.

N . T TR TP A T A Y R e

Al X N ok SRR bRt T =

. Acceptable Level of Compliance
’ FY '14 {Sept 2013 - Apr 2014)

5, - 2 _ ; B
Wotpr Ve hide Sales Fnandirg Pawn, Reguzted Loan Lragdit AccessBushens Property oy

5=2



Finance Commission Members

June 1, 2014

Page 3 of 5
MVSF: Acceptable Level of Compliance
Fiscal Year Comparison by Quarter
100% -
FY'13
90% FY-12 hGir FY'14
By '11 FY'12 4th Qtr FY '13 78.71% 2nd Qir
BO% R 7nd Qtr 73:70% Znd Qif o 7430
£8.63% 68.61% P— 68.15% T, _
FO% oo gy e e — By
‘ 3 1st Qtr FY'l4
60% 4.0 - By e mmee s SBREEET e YL SO 5 e B - TV NNt
1st Qtr 70.85% 15t Qtr :;dgg;r 70,99%
50% - £4.339% - e e e R <) 14 SR B 0 e e emeen et st e st sttt e e e
40% I a - —. - - — —— — Y ————— P
30% - - - - oo R -
20% - e e - -
10% A
% T T T T T T T T T T ]
4thQtr  FY'121st 2ndQir  3rdQu 4thQur  FY'I3ist 2ndQer Brd Qi 4thQtr FY'14lst 2ndQu Srd QT
Qtr Qir Qir .
*FY 14 3rd Gir {Mar - Apr only)
INVESTIGATIONS
Investigations Completed
FY '14 (Sept 2013 - April 2014) Total: 60
FY'13 (Sept 2012 - April 2013) Total: 57
35 .
20
25
20
15
10
5
0 Mot
otor . .
Vehicle Credit Credit Large Small Retail Precious
Pawn Access Access Consumer | Consumer
Sales (Title) (Payday) Loan Loan Installment Metal
Finance yeay Dealers
E3FY'14 29 15 3 6
BBFY'12 27 10 7 4 3 2




Finance Commission Members
June-1, 2014

Page 4 of5
CONSUMER ASSISTANCE
Complaints Processed
FY '14 (Sept 2013-April 2014) Total: 1,132
260 FY '13 (Sept 2012-April 2013) Total: 1,406
600
500
400
300
200 -
100 4
o - et - NS — = S
Req. . { Crafted Mortg Debt Mgt
MVéF CAB Auto | Lenders Revolv. | Precious | ienders: |Manufact.| Prop. Tax Debt (Credit | All Oth
Title Non-Real Loans Metals Real Hshg Lenders Stmnt | Card Uie] =TS
Estate Dealers | Estate
BFY'14 457 53 146 7 | s 15 10 20 | 6 43 5
WFY'13 680 | 161 | 112 | 151 |17 | a8 16 23 12 14 16 15 1

.For the reporting period in FY 2014, Motor Vehicle Sales Finance complaints were the largest complaint

‘category (40.4%). The complaint issues by type can be categorized as: repossessions (14%), dispute
" contracted price and other fees {12%), financing conditioned on subsequent assighfnents (11%), payment
postings/dispute of account balances (14%), unlicensed activity (10%}, mechanical issues (6%), and
. consumer right of rescission (7%).

CAB complaints were the second largest complaint category_(payday 15.8% and title loans 8.2%). CAB
payday loan complaints can be predominantly broken down as follows: allegations of improper posting of
payments-ACH and dispute of account balances (26%), complaints about fee amounts béing charged
{19%), right of rescission and ailegations they did not apply for loans (21%), and collection practices {16%).
CAB title loan complaints can be predominantly broken down b\j type as follows: allegations of improper
posting of payments and balance owed not decreasing (26%); complaints about fee amounts being
charged (20%), repossessions (18%), and release of titles upon payoff {14%). -

The third largest category of complaints for the reporting period was Regulated Lenders Non-Real Estate
(12.9%). Regulated Lenders Non-Real Estate issues are predominateh} refated to allegations of abusive
collection practices (41%). Other issues are allegations of improper posting of payments (19%), customer
service {11%), complaints about fees (10%) and high interest rates (7%).
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Pawn was the fourth largest complaint category (9.5%). Pawn issues primarily involved replacement of
lost/damaged goods {40%), but also included the monitoring of acceptance of goods {10%), forfeiture of .
goods (13%), redeeming pawned items (9%), layaway transactions (5 %), and other guestionable

transactions {5%).

Ratio of Complaints Processed to Total Active License or Registrants*
FY "14 (Sept 2013-April 2014)

Crafted Precious. Metals Dealers {2,227}
Registered Creditors {7,795)

Mortgage Lenders: Real Estate (378)
Regulated Lenders Non-Real Estate (3,011)
Motor Vehicle Sales Finan-ce {8,242)

Debt Mgmt/Debt Settlement (83}

Pawn (1,573)

Credit Access Business (3,429}

Property Tax Lenders {99} 20.20

0.00 - ' 5.00 10.60 15.60 20.00 25.00

® Compfaints per Hundred Licenses *License-Registrant levels as of 4-30-14

In comparison of complaints processed to the number of active license or registrant population, Property
Tax Lender complaints maintained the largest ratio with CAB complaints having the second highest ratio
level, both of which were ranked first.and second respectively for the prior reporting period (September
2013 — February 2014). Pawn was the third highest ratio of complaints in the current reporting with Debt
Management/Debt Settlement complaints having the fourth highest ratio.



Licensing Report

The licensing department, as of May 28, 2014 had 1,268 pending license applications and had processed 637
applications in the month of May. The department is receiving and processing applications through ALECS and
by mail. Pawn license renewals and annual reports have been sent and were due June 1% with expiration on
June 30 if not renewed. Licensees are being encouraged to submit the renewal through ALECS. The information
below displays a comparison of the license and registration levels as of April 30, 2013 and April 30, 2014.

.
i

I
3

A130/2014 4/30/2013 CHANGE %
Licenses
Regulated Lenders 3,389 3,180 169 6.24%
Credit Access Business 3,429 3,428 1 0.03%
Pawnshops 1,573 - 1,657 16 1.03%
Pawnshop Employees 7,835 8,213 -378 . -4.860%
Motor Vehicle Sales Finance 8,242 7,978 264 3.31%
Commercial Motor Vehicle 168 14 2 14.29%
Property Tax Lenders 29 04 5 5.32%
Moftgage Loan Criginators 425 662 -237 -35.80%
Total Licenses 25,008 25,136 -128 -0.51%
Registrations
Debt Management Service Providers 83 - . 80 . 3 3.75%
Registered Creditors 7,795 6,303 1,492 23.67%
Crafted Precious Metal 2,227 2,552 -325 -12.74%
‘Refund Anticipation Lenders 688 497 191 38.43%
Total Registrations 10,793 5,432 1,361 14.43%

Grand Total 35,801 34568 1233 3.57%
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Credit Access Business Reportmg

The 1% quarter reporting cycle for CABs ended on March 31, 2014 with the reports due by April 30, 2014.
Approxlmateiy 85% of all locations filed their reports by the deadline with that total rising to apprommately 99%
one day after the deadline, Data review and compilation is currently in process.

The presented statistics represent data reported to the OCCC from CABs in the annual report for calendar year
2013 with comparison data from the 2012 annual report. A noticeable trend is the 9.82% decrease in the
number of agreements (new loans and refinances} entered into during 2013, This overall decrease is attributable
to a 39.49% increase in multiple installment payday loan agreements that provide for a longer repayment period

and are characteristically refinanced less often.

Numiber of'payday (deferred presentm , i RS et 558745 2,660,270
Number of auto title loans obtained 472,929 - 475,681
Number of payday (deferred presentment) refinances - T ki e | 3085364 3,794,565
Number of auto title refinances - 795,670 689,774
Number of vehicles surrendered of repossessed under all auto title-loans. . » . 7a e g i e i 37,668 5 1 37,062
Total number of locations reporting 3,590

Number of consumers for whom the CAB obtamed an extensmn of credlt 1,034,188 1,08044 485,855 290 139"

Number of extensions of credit obtained by CAB. .. I -x7 - 1,865,045 2:238,938] 673,413 ¢ ‘421,332
Number of refinances - ‘ 2,911,469 3,622,957 153,695 171,608
Average Loah Amount * 75007 B S e S R YT B s v:r 1 e
Average Fee per $1GG borrowed $23.07 $133.40 $137.8%

Average originak term {ln da

Average number of loans and refmances per consumer 4.62
= 4
stz 1 L ) i
Number of consumers for whom the CAB obtamed an extension of credit ....321,832 297,948 57,812 67,691

Number of extensions of credit obtainedby:EAB 2 T303,002- 395,190 V" 63,0271+, - 80,487
Number of reflnances : : 758 003 _649 620 37,667. 40,154

Average Loan Amount £
Average Fee per $100 berrowed 521,81,

Average origma% term. {!n days BTN
Average number of loans and refinances per consumer 3.61

t Average statistics for.Individual products are averaged from the four separate quarterly reports, for each calendar year.




; Geographic information for loan volume and motor vehicle repossessions are presented on the following charts.
i The first chart represents the number of new loans made and the number of times those loans were refinanced
: ‘ in CY 2013 by Metropolitan Statistical Area {MSA). The second chart focuses on the number of motor vehicle
repossessions that resulted from title loans in 2013.

2013 Number of Loans and Refinances - MSA
(Payday and Title Loans)

Amarillo, TX B
Austin-Round Rock-8an Marcos, TX | 131452 EEaabus
Beaumont-Port Arthur, TX
Brownsvilte-Harlingen, TX
Collage Station-Bryan, TX
Corpus Christi, TX | .
Dallas-Plano-Irving, TX
£l Paso, TX
Fort Worth-Arlington, TX
Houston-Sugar Land-Baytown, TX
Kifleen-Temple-Fort Hood, TX
Lareds, TX
Lusbbogk, TX
Meallen-Edinburg-Mission, TX
Sar Antonio-New Braunfels, TX
Waco, TX
Remainder of State B RO -
OUT OFSTATE | . @b~ RN . R S E N SR M B R

44 200,060 MD,QDD 600,000 800,000 1,000,000 L200,000 1,400,000

-No. of New Loans & No. of Times Loans Refinanced

2013 Repossessions (Title Loans)

Amarlic @m 295
Austin-Round Rock-San Marcos Fm 1,656
Beaurmont-Port Arthur 688
Brownsville-Harlingen @ 220
College Station-Bryen 159
Corpus Christi 440
Dallas-Plance-lrving {Metropolitan Division) e L 8411

El Paso
Fort Worth-Arlington {Me tropolitan Division}

v &,705

Housten-Suger Land-Baytown e
Kilfeen-Temple-Fort Hood e AL

Laredo 21

Lubbock = 20p

WicAllen-Edinburg Mission ims 486
San Antonio-New Braunfels ST ——
Waeo P 589
Remalnder of Staie {Outside Reported MSA] -
Dut—qf -State jt 2ug

Total for the state: 37,694




ADMINISTRATION REPORT

Credit Educatich

To date, staff has reached 277 consumers through face-to-facé contact via: Junior Achievement “JA in a Day”
classes, a Corpus Christi presentation, and "Feria Para Aprender” event. Staff is confident that the goal to reach
300 consumers will be met. '

Consumer Education staff is scheduled to present at the following events:

1. Texas Council of Economic Education (TCEE) Annual Conference in San Antonio on June 17. The
presentation will cover an introduction to OCCC's consumer education program and the background
and current status of the Texas Financial Education Endowment grant program. Secondary teachers
are the anticipated audience,

2. Texas State Affordable Housing Corporation (TSAHC) August training. The presentation will cover an - - .,

introduction to OCCC’s consumer education program and the background and current status of the
Texas Financial Education Endowment grant program. Homeownership counselors are the
anticipated audience. '

On June 19, KAZI radio station in Austin is faunching a community service campaign regarding payday and auto
title lending. Hopeton Hey, talk show host of “Economic Perspectives” requested consumer education staff
draft a public service announcement to inform consumers about the informational disclosure required in all
credit access business “CAB” transactions.

Staff is working on updating the consumer education webpage content.

Accounting

The accounting department is in the process of implementing new t‘in'ié’ kéepihg software that is internet based.
This systern will allow the agency to eliminate the need for employees to submit paper time sheets. The agency
is also in the beginning phase of budget process for FY 2015 request. The accounting department has also
reviewing and modifying the reconciliation process for the new agency database. *

Information Technology-Legacy Modernization

_ ALECS implementation remains challenging, however most planned licensing processes are now functional.
Pawnshop and Pawnshop Employee license renewal is available using ALECS. Several hundred pawn shop and
employee licenses have been processed directly by licensees using their’ ALECS account to renew and pay
online. We are currently testing the first functional tie-in to our examination process. Our primary focus at this
point is completing reporting functionality. :

© The final production release should be implemented.by the end of June, at which point ALECS will go into
maintenance mode. During that time low priority fixes and enhancements will be implemented.
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Information Technology-Wireless Briﬂge implementation

OCCC completed installation of a wireless bridge linking our internal network directly to our remote offices at
Nob Hill. This replaces an older solution that utilized VPN over a DSL connection for our Consumer Assistance
Department while also providing connectivity to our new additional 4th floor office.

Strategic Planning .

Members of the Strategic Planning Steering Committee (committee) have worked with agency staff to prepare
the finai draft of the agency’s 2015 — 2016 strategic plan. During May 2014, the agency invited comments from
stakeholders; comments were received and integrated into the plan appropriately. A final version of the plan
will be presented to the Finance Commission for consideration at the June 20, 2014 meeting.

- Stakeholder Engagement & Communication

CRAFTED PRECIOUS METALS DEALERS

The agency hosted a teleconference for a Crafted Precious Metals Dealer Stakeholder focus Eroup on May 6,
2014. Participants included entities licensed or registered by the agency and representatives of local
law enforcement, software vendbrs, industry associations, and interested third-_parti'es seeking to
ensure effective consumer protections. All participants expressed an interest in identifying methods of
effective regulation and protection across various regulatory and oversight entities (e.g. OCCC, law enforcement, ‘
and industry associations) and in establishing collaborative working relationships among those entities. Agency
staff provided an overview of its regulatory authority as well as general references to regulatory or compliance
authority of other state agencies or municipalities (e.g. weights and measures compliance, transaction reporting
methods). The Consumer Protection and Legal departments provided an overview on the number and types of

complaints received and any enforcement actions that may have been taken,

Some stakeholders expressed a desire to have a statewide and standardized mechanism for submitting
transaction reports, increased communication or networking across regulatory entities and municipalities, and
the ability to access a searchable, sortable database of current registrants. They further expressed a desire to
have consumer-focused information regarding crafted,predoué metal transactions-easily accessible to the
general public.

The agency is currently considering available options for producing a consumer brochure and web resource that
provides informational material regarding regulatory and enforcement roles, compliance and complaint contact
information, and related resources; similar materials may be developed for interested stalkeholders and third-
parties. ' '

MOTOR VEHICLE SALES FINANCE

The agency hosted a webinar for motor vehicles dealers on the topic of retail installment contracts {RIC) and
documentary fees. The agency provided a general overview of the requirements for an RIC and documentary -
fee filing requirements, followed by a guestion-and-answer session. Twenty-six dealers participated in the
webinar. ' '

Following the webinar, the agency published a self-paced, interactive and narrated learning module to its

website: Module 2: Retail Installment Contracts. This learning module complements the webinar and provides
dealers an opportunity to learn more about general contract and documentary fee filing requirements, review
resources and references associated with the material, and complete self-assessments.
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ADDITIONAL COMMUNICATIONS

In June 2014, the agency will host a credit access business webinar that will address the relationship between
CABs and third-party lenders; the roles and responsibilities of a CAB operating under Chapter 393 of the Texas
Finance Code; and the licensing and compliance requirements of a CAB. Registration for this webinar will begin
onJune 13, 2014,

Agency staff continue to provide a combination of live presentations and advisory publications to licensees.
During the third quarter, staff will work towards developing an additional self-paced iearning module for the
motor vehicle sales finance industry; the module will be published by the end of FY14.

Human Resources

- On May 1, 2014, the OCCC welcomed Juan V. Garcia, as its Director of "Strategic Communications,

Administration, and Planning. Juan previously served in the Office of Governor Rick Perry, as one of his advisors.
In that role he advised the Governor on state, fiscal, and policy matters, particularly in the area of Pensions,
Investments, and Financial Services. He also served as the Governor’s liaison to the financial services related
state agencies including the Finance Commission, Office of Consumer Credit Commissioner, Department of
Banking, and the Department of Savings and Mortgage Lending. Prior to joining the Governor’s Office, Juan
served on the Calendars Committee where he assisted the committee in recommending and prioritizing the
daily legislative agenda for the Texas House.

Linda Covalt-Tesh retired from the agency on May 31, 2014. Linda worked in the Consumer Assistance
department as a customer service representative and had been with the OCCC for more than 24 years,

- Current recruitment and selection efforts are focused on filling existing vacancies resulting from internal

promotions or transfers, resignations, and interagency transfers. The agency’s current turnover ratio for FYi4 is
12.42%. ‘

Recruitment activities for newly added FY14 positions and existing vacancies.

Current Vacancies (as of 6/4/14) Cause of Vatancy Status

Finanmal Examiner BI/IV Internal Promotion Job Vacancy Postmg Pending
R N Hapd rvg i R R ¥ PR . . e e
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- ‘ : 2601 N. Lamar Bivd
( ( | Austin TX 78705

7. : . 512- 938-7600
/Q%ﬂce of Consumer : , Fax: 512-936-7610
= Credit Commissioner Consumer Helpline: BOC-538-1579

Email: info@occc.state tx.us

MEMORANDUM

TO: Members, Finance Commission

FROM: ‘Sealy Hutchings
’ General Counsel

DATE: June 6,2014

SUBJECT:  Legal Department Report

Enforcement Report

In GFH Funding, Ltd, d/b/a TaxSolutions, and GFH Servicing, Ltd., Cause No. C3407-
1.13-093, two licensees operated by a2 common management group are alleged to have violated
Chapters 341 and 351 of the Texas Finance Code and Chapter 32 of the Texas Tax Code. The
OCCC has agreed to allow the licensees to surrender their property tax lender licenses as a
resolution to the alleged violations of the Texas Finance Code and Texas Tax Code.

In Amarillo Cash for Titles, LLC d/b/a Cash for Titles, Cause No. (3515-1.14-026, Cash
for Titles is the operator of a credit access business (CAB) licensed location in Texas, Cash for
Titles allegedly violated Chapter 393 of the Texas Finance Code by having common ownership
and control with a lender. Under Chapter 393, a CAB must be a truly separate entity from the
lender who makes the loan to the consumer/debtor. The principal party behind Cash for Titles is
alleged to have an ownership interest in the lender, Ten-Co LLC, who made the loans to
consumers that were negotiated by Cash for Titles. The same principal party is also alleged to
have an ownership interest in and control of another related company, AJS Investments, LTD.
CAB fees collected by Cash for Titles were allegedly shared with and transferred between AJS
Investments, LTD and Ten-Co LLC. Cash for Titles has been unwilling or unable to prove that it
is operating under separate ownership and control from its lender and has refused to refund
prohibited CAB fees. Cash for Titles entered an Agreed Order with.the OCCC as a resolution to
the alleged violations of the Texas Finance Code. Under the terms of the Agreed Order, Cash for
Titles agrees to the revocation of its CAB license and to the payment of a $1,000.00
administrative penalty.

In Jose Adams Larios, Cause No. C3504-L14-068, Jose Adams Larios has a pawnshop
employee license issued by the OCCC. Mr. Larios has pled guilty to the state jail felony of Theft
($1,500 - $20,000). The OCCC moved for revocation based on the judicial confession Mr. Larios

“tendered to the district court as part of his deferred adjudication. Mr. Larios confessed fo stealing
pawn property from his former employer, Big Y Pawn Shop. Theft is considered a crime
involving moral character and is grounds for revocation of a pawnshop employee license under
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Chapter 371 of the Texas Finance Code and Title 7, Chapter 85, of the Texas Administrative
Code. The OCCC issued a notice of hearing for revocation of Mr. Larios’ pawnshop employee
license. The hearing was held on February 4, 2014 before Holly Compton-Noelke,
Administrative Law Judge. Mr. Larios appeared at the hearing with his current employer, who
testified in favor of allowing Mr. Larios to keep his pawnshop employee license. On April 11,
2014, the ALJ issued a proposal for decision recommending the revocation of Mr. Larios’®
license. On June 3, 2014, Commissioner Pettijohn adopted the recommendation of the proposal
- for decision and issued a final order revoking Mr. Larios” pawnshop employee license.

Administrative Rule Report

At the June meeting, the amendments to Chapter 83, Subchapter A, relafing to Rules of
for Regulated Lenders, as well as the completed rule review, are being presented for adoption.
These amendments resulted from the agency's standard rule review as required by the
Government Code. Overall, the changes to these rules are technical in nature. The revisions fall
into the following four categories: (1) clarification and consistent ferminology; (2) incorporation
of agency procedures and streamlined processes; (3) final legislative changes in accordance with
‘Sepate Bill 1251 (relating to administrative fee and acquisifion charge); and (4) technical
corrections and citation updates. On March 18, 2014, the agency distributed a redline version of
the rule text to interested stakeholders for review, Upon the commission's approval at the April
mecting, the proposed amendments were published in the Texas Register on April 25, 2014. The
agency did not receive any comments on either the redline version or the proposed rule text as
published. The agency believes that these amendments will increase the understandability and
enforceability of the regulated lender rules.

The Texas Department of Banking, the Texas Department of Savings and Mortgage
Lending, and the OCCC are presenting proposed amendments relating to home equity lending
for the June meeting. The main purpose of the proposed amendments is to implement the Texas
Supreme Court’s decision in Finance Commission of Texas v. Norwood, 418 S.W.3d 566 (Tex.
2013). In Norwood, the court invalidated hoine equity interpretations adopted by the Finance
Commission and Credit Union Commission relating to the three percent limitation and the
location of closing. The proposal amends the interpretations’ definition of “interest” and
specifies that per diem interest and legitimate discount points are not subject to the three percent
- limitation. The proposal also provides guidance regarding certain uses of powers of attorney in
home equity loans. The agencies circulated drafts of the amendments to interested stakeholders
and received two rounds of precomments, in order to assist in the preparation of the proposal.

Performance Report

The following table is an overview of enforcement actions completed by the OCCC for
the last three fiscal years and the current fiscal year-to-date. Since the date of our last report, we
have completed the third quarter of fiscal year 2014. These figures only reflect enforcement
actions that have been fully resolved with a final order; actions that are still pending are not
included in the table. Our data does not reflect the work done by this agency to successfully
bring businesses into compliance before a final administrative action is necessary. This data also
does not account for actions to deny applications of those who fail to show eligibility for a
license or assistance provided to license applicants requiring additional documentation to
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complete their applications, Our agency completed 43 application denial actions in fiscal year
2012 and 35 denial actions in fiscal year 2013. To date, we have completed 2 denial actions in
fiscal year 2014. It is difficult to predict the types of cases our department will pursue, as many
factors impact how cach enforcement matter will evolve. The following table provides a
snapshot of completed enforcement actions during the listed time period.

Enforcement Actions Completed
FYTD IFY FY FY
2014 2013 2012 | 2011
Revocation / Suspension Actions
Regulated Loan License 10 3 3 0
Pawnshop License 1 1 1 1
Pawnshop Employee License 1 2 1 0
Credit Access Business 4 0 1 0
Motor Vehicle Sales Finance License 1 3 i 2
Property Tax Lender License 2 0 0 0
Total Revocation / Suspension Actions 19 9 9 3
Other Actions
Cease & Desist Regulated 0 1 0 0
Cease & Desist Pawn . 0y 0 0. 0
Cease & Desist Pawn Employee 0 0 0 0
Cease & Desist Motor Vehicle 6 13 0 1
Cease & Desist 345 0 1 0 0
Cease & Desist 394 1 1 0 0
Cease & Desist Property Tax 0 0 0 0
Cease & Desist Credit Access Business 4 0 0 0
Cease & Desist Unlicensed -2 10 18 29
Administrative Penalty Regulated . 17 1441 . 103 74
1Administrative Penalty Pawn 5 9 6 8
Administrative Penalty Pawn Employee 8 9 6 10
Administrative Penalty Motor Vehicle 69 111 85 33
Administrative Penalty Property Tax 15 120 - 12 13
Administrative Penalty Credit Access Business 30 52 0 0
Administrative Penalty Crafted Precious Metal Dealer 1 0 0 0
Total Other Actions - ' 152 363 23 168

Total Enforcement Actions Closed 171 372 239 171

Final Orders Rendered

The ageﬂcy issued 50 final orders since the date of our last report.

Administrative Injunctions Rendered

The agency rendered one administrative injunction since the date of our last report.
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Administrative Hearings Held

There was one administrative hearing held since the date of our last report.

. Administrative Hearings Dismissed

The agency dismissed three administrative hearings since the date of our last report.

Administrative Hearings Scheduled
The agency has three administrative hearings scheduled during the next 60 days. '

Preliminary Reports on Administrative Penalties Rendered

The agency issued 57 preliminary reports since the date of our last report.

Litigation

Rowell v. Abbott:

On March 5, 2014, a group of merchants filed a complaint in federal court against Greg
Abbott and Leslie Pettijohn in their official capacities, to enjoin enforcement of the credit card
surcharge prohibition in Section 339.001 of the Texas Finance Code. The merchants argue that
the prohibition is an unconstitutional violation of free speech and that it is void for vagueness, in
violation of the First and Fourteenth Amendments to the U.S. Constitution. The case has been .
assigned to Judge Lee Yeakel in the Western District of Texas, Austin Division. On May 6, the
OCCC timely filed an answer that denied the plaintiffs’ allegatlons On June 6, the p1a1nt1ffs
filed an amended complaint. : :

The - full style of the case is Lynn Rowell d/b/a Beaumont Greenery, MPC Data and
Communications, Inc., Micah Cooksey, NXT Properties, Inc., Mark Harken, Mbnfgomery
Chandler, Inc., Paula Cook, Townsley Designs, LLC, and Shonda Townsley v. Greg Abbott, in
his official capacity as Attorney General of the State of Texas and Leslie L. Peftijohn, in her
official capacity as Commissioner of the Office of Consumer Credit Commissioner of the State of
Texas. The case number is 1:14-cv-00190-LY,

SideCars, Inc. v. Texas Department of Insurance:

On May 30, 2013, the Third Texas Court of Appeals issued its opinion in SideCars, Inc.
v. Texas Department of Insurance, No. 03-10-00720-CV, 2013 WL 2395189, 2013 Tex. App. .
LEXIS 6516 {Tex. App.—Austin May 30, 2013, pet. filed) (mem. op.). SideCars contended that
its substitute insurance program was exempt from repulation by the Texas Department of
Insurance because the program was collateral protection insurance, as defined in Chapter 307 of
the Texas Finance Code. The OCCC, which has interpretive authority over this chapter, filed an
amicus brief in the case, arguing that even if the SideCars program were collateral protection
insurance, it would still be subject to TDI’s regulatory authority. The court of appeals rendered

5-16



Members, Finance Commission
- June 4, 2014
Page 5

an opinion in favor of TDI, holding that the SideCars program was éubject to TDI’s regulation.
On May 2, 2014, the Texas Supreme Court denied SideCars’ petition for Teview.

Consumer Service Alliance of Texas, Inc. v. City of Dallas:

On May 23, 2014, the Fifth Texas Court of Appeals issued its opinion in Consumer
Service Alliance of Texas, Inc. v. City of Dallas, No. 05-13-00255-CV, The Consumer Service
Alliance of Texas (CSAT), TitleMax of Texas, Inc., and Ace Cash Express, Inc. sued the City of
Dallas, arguing that the city’s ordinance relating to credit access businesses was preempted under
state Jaw. The trial court granted the city’s plea to the jurisdiction, and the court of appeals
affirmed the trial court’s decision. This is the first appellate decision dealing with a city
ordinance relating to credit access businesses.

Interpretation Requests

There are no pending interpretation requests at this time.

Open Records Requests

Since the date of our last report, the agency has processed and responded to 44 requests
for information under the Texas Public Information Act, with one referral to the Office of the
Attorney General (OAG).

Open Records Referrals

In February, our agency received a public information request for all 2012 data reports
filed by CAB licensees. The requestor asked for "2012 Payday and Auto Title Lending Activities
reported to the Office of Consumer Credit Commissioner” on a "per licensee" basis. The agency
did not release the 2012 CAB data reports and referred them to the OAG Open Records Division
for a ruling. The agency raised the issue that the information should be considered proprietary. -

The agency notified all CAB licensees, CAB compliance officers, as well as other
interested stakeholders, of this request and subsequent OAG referral. Several CAB licensees
submitted legal arguments to the OAG in an effort to protect their private or proprietary
information. On April 9, 2014, the OAG Open Records Division issued its ruling (OR2014-
05887), stating: "[Tlhe requested information constitutes commercial or financial information,
the telease of which would cause substantial competitive injury. Accordingly, the
- commissioner's office must withhold the remaining requested information under section
552.110(b) of the Government Code." In compliance with the OAG's ruling, the agency has not
released the 2012 CAB data reports.
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D.  Office of C'onsumer Credit Commissioner

2. Discussion of and Possible Vote to Take Action on the Adoption of
Amendments to 7 TAC, Chapter 83, Subchapter A, Concerning Rules
for Regulated Lenders, Resulting from Rule Review. '

PURPOSE: In general, the purpose of the amendments to 7
TAC, Chapter 83, Subchapter A is to implement changes
resulting from the commission's review of Rules for Regulated
Lenders under Texas Government Code, §2001.039. The
majority of the rules are being amended. Many of the
amendments provide clarification and consistent terminology.
Other revisions serve to incorporate agency procedures and
streamline processes. Certain changes provide consistency with
recent legislation. Most of the changes are technical in nature,
including improvements in grammar and punctuation, updates
to citations, deletion of unnecessary language, and changes in
formatting.

RECOMMENDED ACTION: The agency requests that the
Finance Commission approve the amendments to 7 TAC,
Chapter 83, Subchapter A without changes as previously
published in the Texas Register.

RECOMMENDED MOTION: I move thit we approve the
_amendments to 7 TAC, Chapter 83, Subchapter A.
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Title 7, Banking and Securities

Part §. Office of Consumer Credit Commissioner -

ADOPT AMENDMENTS -
7TAC,PART 5

CHAPTER 83, SUBCHAPTER A
Page 1 0of 31

Chapter 83. Regulated Lenders and Credit Access Businesses

Subchapter A. Rules for Regulated Lenders
$§83.101 - 83.858

The Finance Commission of Texas
(commission) adopts amendments to 7 TAC,
Chapter 83, Subchapter A, §§83.101 -
83.102, 83.203, 83.301 - 83.304, 83.307,
83.309 - 83.311, 83.403 - 83.405, 83.501 -
83.505, 83.601 - 83.604, 83.606, 83.701 -
83.704, 83.708, 83.751 - 83.752, 83.754,
83.756 - 83.757, 83.801, 83.805, 83.809,
83.828 - 83.829, 83.831, 83.836 - 83.337,
83.851, and 83.858, concerning Rules for
Regulated Lenders. The adopted changes
affect rules: contained in Division 1,
concerning General Provisions; Division 2,
concerning Authorized Activities; Division
3, concerning Application Procedures;
Division 4, concerning License; Division 5,
concerning Interest Charges on  Loans;
Division 6, concerning Alternate Charges
for Consumer Loans; Division 7, concerning
Interest and Other Charges on Secondary
Mortgage Loans; Division 8, concerning
Refunds for Precomputed Loans; Division 9,
concerning Insurance;  Division 10,
concerning Duties and Authority of
 Authorized Lenders; and Division 11,
Prohibitions on Authorized Lenders.

The commission adopts the amendments
without changes to the proposed text as
published in the April 25, 2014, issue of the
Texas Register (39 TexReg 3333).

The commission received no written
comments on the proposal.

In general, the purpose of the
amendments to 7 TAC, Chapter 83,
Subchapter A 1s to implement changes

resulting from the commission's review of
Rules for Regulated Lenders under Texas
Government Code, §2001.039. The notice of
intention to review 7 TAC, Chapter 83,
Subchapter A was published in the March
21, 2014, issue of the Texas Register (39
TexReg 2147). The commission did not
receive any comments on the notice of
intention to review.

The agency distributed an early draft of
proposed changes to interested stakeholders
for review. The agency believes that the
participation of stakeholders in the
rulemaking process is invaluable in
presenting balanced rule actions to the
commission.

The majority of the rules in Chapter &3,
Subchapter A are being amended. Many of
the amendments provide clarification and
consistent  terminology. ~Othér revisions
serve to incorporate agency procedures and
streamline processes, Certain changes
provide consistency with recent legislation.
Most of the changes are technical in nature,
including improvements in grammar and
punctuation, updates to citations, deletion of
unnecessary language, and changes in
formatting. Any regulated lender rule not

- included in this adoption will be maintained

in its current form.

The individual purposes of the
amendments to each section are provided in
the following  paragraphs.  Specific
explanation is included with regard to new
substantive language, substantive changes in
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language, and significant formatting
amendments. The remaining changes
"throughout all sections consist of minor
revisions to  formatting,  grammar,
punctuation, and other technical corrections.
The technical changes will be summarized
more generally.

Section 83.101, Purpose and Scope,
includes several instances where "chapter”
has been replaced with "subchapter" due to
the - relocation of these rules since the last
rale review. This change is recurring
throughout Subchapter A of Chapter 83. In

addition to §83.101, the following rules also

contain amendments ' to provide the
consistent use of "subchapter": §§83.102,
83.203, 83.301, 83.303, 83.604, 83.801, and
83.836.

In §83.102(1), the definition of
"Acquisition charge” has been revised by
deleting "An interest" before "charge" to
provide consistency with Senate Bill (SB)
1251, as recently enacted by the Texas
Legislature, The bill states that acquisition
charges and administrative fees under Texas
Finance Code, Chapter 342, Subchapters E
and F are not interest. A number of rules

contain amendments to provide consistency

with SB 1251. These changes remove any
references {o the acquisition charge being an
interest charge, remove any references to the
acquisition charge being subject to
refunding, and revise other language as
necessary to reflect the bill's changes in the
law.

In addition to §83.102, the following
provisions also include amendments to
incorporate changes under SB 1251

subsections (a) and (b) of §83.501,

Maximum Interest Charge; paragraph (4) of
§83.503, Administrative Fee; subsection
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ADOPT AMENDMENTS -

7 TAC, PART 5

CHAPTER 83, SUBCHAPTER A
Page 2 of 31

(a)(6) of §83.601, Authorized Charges;
subsection (b) of §83.752, Specific
Application to Subchapter E and G Loans;
subsection (a) of §83.756, Refund of
Precomputed Interest for Subchapter F
Loans; Prepayment in Full Before the First
Installment Due Date; subsection (a) of
§83.757, Refund of Precomputed Interest for
Subchapter F Loans; Prepayment in Full
After the First Installment Due Date and
Before the Final Installment Due Date; and
paragraph (3)(H) of §83.828, Files and
Records Required (Subchapter E and F
Lenders). Also, the payday leans figure in
§83.604(c) has been updated to incorporate
increased charges authorized by the
legislation.

In  §83.302(1)(A)(ii) regarding the
signature on a new license application, the
rule’s prior language required each owner of
a proprietorship and each general partner of

. a partnership to sign the application. As part

of an online process, the agency will only
require one owner or one partner,
respectively, to sign for these applicants.
The amendments reflect that "the owner" of
a proprietorship and "one general partner” of
a partnership must sign the application,
Additionally, the tagline for this provision
has been changed from plural to singular

" ("Signature") to further reflect the agency's

requirement of one signature.

- Changes have been made in
§83.302(1)(D) - (G), (J), and (K) to provide
more consistency with the agency's updated
licensing forms. Several changes simply
revise the rule language to better match the
titles of the forms.

In relation to a "responsible persomn,"
also referred to as "a person responsible for
day-to-day operations," these parties are not
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required to provide the forms principal
parties submit (e.g., Personal Affidavit,
Personal  Questionnaire,  Employment
History). Thus, the amendments as adopted
remove the responsible person from these
provisions in §83.302(1)(E), (F), and (G).
To further incorporate this concept,
revisions to §83.302(3) regarding branch
applications delete the forms and state that
the responsible person must "be listed" on
the application. This latter change has also
been made in §83.303(c)(1)(B) regarding
transfer applications.

Updates have been made to
§83.302(1)(K) to provide more precise
citations to the Texas Business and
Commerce Code provisions concerning
assumed name certificates.

In §83.303(a), which defines "transfer of
ownership," the rule had stated: "a 'transfer
of ownership' does not include a change in
proportionate ownership as defined in
§83.304 of this ftitle." However,
§83.304(c)(2) contains an exception where a
transfer has been required by the existing
language. - Consequently, the adopted
revisions in-§83.303(a) add a reference to
the exception in §83.304(c)(2) to provide
more clarity to licensees.

Additionally, other technical corrections
have been made throughout = §83.303,

- including improved grammar and the

deletion of unnecessary language.

Section 83.304 describes what action a
licensee must take when it changes the
proportion of ownership in or the form of
the licensed entity and lists the time frame

.within which the licensee must notify the

agency. When changes in organizational
form and mergers of parent entities do not
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change the principal parties or entities that
own the business, the amendments in
subsections (a) and (b) clarify when
transfers are required and eliminate

_unnecessary  transfer applications, In

§83.304(a), the amendments state that the
exact same individuals or entities must still
own the business for a change in
organizational form to only require a license
amendment as opposed to a’ transfer
application.

In §83.304(a) and (b), notification of
these changes in organizational form and
parent mergers that do not affect licensee
ownership have been streamlined to the
filing of a license amendment. Licensees
have also been provided additional time to
notify the agency of these actions. The
amendments to §83.304 are consistent with
rule revisions previously adopted for other
industries regulated by the agency and will
provide consistency in the licensing process,

The agency's acronym "OCCC," as
currently defined in §83.102(18), has
replaced the .use .of "commissioner" in
§83.304(c)(1). The agency believes that the
use of "OCCC" provides better clarity to the
rules when the context calls for action by the
agency, as opposed to the commissioner
specifically. In addition to §83.304, the
following rules include amendments that
replace "commissioner". with "OCCC":
paragraph (3)(H) of §83.828, Files and
Records Required (Subchapter E and F
Lenders); and - §83.831, Review of
Electronic Recordkeeping Systems and
Optical Imaging Systems.

The changes to the following sections
involve revisions to improve grammar,
formatting, and make other technical
corrections: §§83.304, 83.311, 83.603,
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83.604, 83.701, 83.809, 83.828, 83.837, and
83.858.

In §83.307(a), concerning the initial
review of an application, the rule's prior

. language indicated that notice would be sent

regarding complete applications. However,
agency practice is to send notice of
incomplete applications, along with the
information necessary for the application to
be accepted as complete. The amendments
conform the rule with current agency
practice. In addition, the response timeline
in subsection (a) has been revised to "14
calendar days," as opposed to the former
phrase, "10 working days." In most
instances, these two timeframes are the
same, but the use of calendar days maintains
better consistency with the timelines in the
agency's other regulated areas.

Thus, §83.307(a) as revised for this
adoption is as follows: "A response to an
incomplete application will ordinarily be
made within 14 calendar days of receipt
stating that the application is incomplete and
specifying the information required for
acceptance.”

The phrase in §83.307(e) regarding
fingerprint  procéssing is no longer
necessary, as fingerprint fees are currently
paid to a third party. Thus, the phrase "and
the fingerprint processing fee" has been
deleted from this subsection.

© Subsections (2) and (b} of §83.309,
License Status, have been revised to provide
more consistency with the agency's updated

licensing forms. The licensing amendment

form has been streamlined for use by
multiple licensee types, and hence, the
phrase "Regulated Loan" has been deleted
from this form title.
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Several changes have been made to
§83.310, Fees, including revisions to
improve punctuation, remove unnecessary
language, provide clarification, and
incorporaté online processes. These changes
are described in the following paragraphs.

Section 83.310(z) had listed set amounts
of $600 and $250 for active and inactive
license assessment fees, respectively,
Similarly, §83.310(g)(1)(A) had stated that
an annual assessment of a "fixed fee of
$600" is required for each license, as well as
a volume fee of set amounts for different
types of Chapter 342 loans as provided in
subsection (g)(1)(B). Also, subsection (£)(2)
had provided a fixed annual assessment of
$250 for each inactive license. As the
agency has often been able to discount
annual fees, the following changes have
been made in subsections (a) and (g): a "fee
not to exceed $600," a volume fee "that does -
not exceed an amount that is the greater of
[the three listed options]," and the addition
of "will not exceed" to subsection (g)(2).
These changes allow discounted annual fees
as appropriate.

Section 83.310(c) regarding fingerprint
processing is no longer necessary, as noted
earlier. Thus, subsection (¢) has been deleted
from the rule and the remaining subsections
have been relettered accordingly.

In §83.310(d) regé:rding license
amendments, this rule's prior language did
not reflect revisions made to other rules.

~ Hence, the amendments revise subsection

(d) in order to incorporate changes made to
§83.303 and §83.304 relating to transfers
and changes in ownership.

" With respect to license duplicates in
§83,301(e), licensees will soon be able to-



print license duplicates online at no charge.
However, if the licensee requests that a
duplicate be sent via mail, the $10 fee will
be required. Thus, the amendments reflect a
$10 fee only if a duplicate license is
requested to be sent by mail.

Section 83.403 outlines the procedure
for delivery by the agency of a notice of
delinquency when a licensee is late paying
its annual assessment fee. The rule's prior
language had required the notice to be sent
via US mail. Many of these notices will
soon be delivered to licensees electronically._
Therefore, §83.403 includes revisions
stating that notices of delinquency will be
considered given under the stafute when
"sent 1o the licensee at the email or mailing
~address on file with the OCCC."

Section 83.404 describes the effect of

criminal history information on applicants
and licensees. Section 83.405 is the
companion rule to §83.404 and contains
information concerning the crimes directly
related to the fitness for holding a license, as
well as the mitigating factors that will be
considered. To  provide  uniformity
throughout these two related rules, the term
"person” has replaced the terms "individual”
or "principal party" in several instances. The
use of "person” is consistent with the
authorizing statutory provisions found in the
Texas Occupations Code. "Person" also
includes both natural individuals as well as
legal entities that may have criminal history
related to a license. To further the
applicability of these sections to individuals
and entities, the language in §83.404(d)(1)
and (2) has been revised to include
references to an applicant, licensee, or
principal party that may have criminal
convictions involving moral character or
relating to the duties of a regulated lender.
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Other changes to §83.404 and §83.405
include improvements in grammar and
statutory consistency. In §83.404(b) the verb
"furnish" has been replaced with the verb
"provide" in two instances. The latter term is
reflective of a more modern and plain
language approach in' regulations. In
§83.405(b), the mitigating factors have been
revised in order to better track the statutory
language found in Texas Occupations Code,
§53.023.

The amendments to subsection (b)(2) of
§83.502, Treatment of Periods Less than a
Full Month Before the First Installment
Date, serve to update a citation to
Regulation Z of the Truth in Lending Act so
that it reflects the relocation of the
regulation in federal law. A number of rules
involve revisions to citations of federal
regulations. In addition to §83.502, the
following  provisions  also  contain
amendments to incorporate changes to
federal citations: subsection (f) of §83.504,
Default Charges (for Chapter 342,
Subchapter E loans); subsection (f) of
§83.602, Default Charges (for Chapter 342,

»Subchapter F loans); subsection (f) of

§83.703, Default Charges (for Chapter 342,
Subchapter G loans); subsection (f) of
§83.708, Balloon Payments; paragraphs
(10)(a)(xi) and (12) of §83.828, Files and
Records Required (Subchapter E and F
Lenders); and subsection (b) of §83.851,
Duplication of Loans. These amendments
include updates to Regulation Z of the Truth
in Lending ‘Act, Reégulation B of the Equal
Credit Opportunity Act, as well as changes
to improve grammar and punctuation, The
revised grammar continues the use of the
verb "provide" discussed earlier. As used in
the citation references, "provided by" has
replaced the phrase "as set forth in."
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The three default charges sections have
experienced parallel changes to better track
their authorizing statutory language. In each
respective "Default period" subsection, the
word "after" has been inserted before the
phrase "the 10th day." The resulting first
sentence of each adopted provision reads as
follows: "A default charge may not be
assessed until after the 10th day after the

installment due date." The revisions are

mere technical corrections to provide more
precise language and maintain how default
periods have been calculated by the agency.
The default period corrections are contained
in the following provisions: subsection (d)
of §83.504; subsection (¢) of §83.602, and
subsection (d) of §83.703.

Corresponding changes have been made
in two of the deferment rules, §83.505 and
§83.704, in order to incorporate language
related to digital records, to provide
consistent terminology, and to update
examples. In §83.505(d) and §83.704(c), the
term ‘"noted" has been replaced by

trecorded” and the verb "furnished" has -

been replaced by "provided." Additionally,
the final sentence of each subsection for this
adoption reads as follows: "The notice must
be signed by the borrower to indicate the
borrower's agreement to a  bilateral
deferment." These changes provide more
modern language that integrates digital
recordkeeping and electronic signatures.
Regarding consistent terminology, the word
"unpaid" has been  inserted  after
"succeeding” at the end of the "Balance
method" provisions found in §83.505(e)(1)
and §83.704(d)(1). Additionally, the dates
used in the "Example of deferment
calculation”  provisions contained in
§83.505(e)}1)(BXv) and
§83.704(d)(1)(B)(v) have been updated.
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- Section 83.751, Scope, contains three
changes that provide consistent and accurate
terminology. In subsection (a), "division"
due to the
relocation of these rules since the last
review. In subsections (b) and (c), the terms
used for refunding methods include
corrections to insert the word "scheduled"
before "installment earnings method," and to
replace "period" with "periodic” in "sum of
the periodic balances method.”

Adopted revisions to four sections
provide consistent terminology regarding
credit insurance that may be offered by the
lender. In several instances, the term "credit"

~ has been added Dbefore the phrases

"involuntary unemployment insurance," "life
insurance,” and ‘“accident and health
insurance.®  These  changes  provide
consistency throughout the subchapter and
uniformity with the statutory terms used in-
the Texas Insurance Code. The amendments
regarding credit insurance are contained in
the following provisions: paragraph (4) of
§83.801, Definitions; subsection (c¢) of
§83.805; - -Authorized . Credit Insurance;
paragraphs (3), (9), and (10) of §83.828,
Files and Records Required (Subchapter E
and F Lenders); and paragraphs (2) and (5)
of §83.829, Files and Records Required
(Subchapter G Lenders).

In §83.828(13), the official
correspondence file provision has been
revised in order to maintain consistency with
reguiatlons in other areas and to allow
electronic access to statutes and regulations
to satisfy compliance. Additionally, the
tagline or title of this provision has been
changed to "Compliance file."

The amendments are adopted under
Texas Finance Code §11.304, which



authorizes the Finance Commission to adopt
rules to enforce Title 4 of the Texas Finance
Code. Additionally, Texas Finance Code,
§342,551 grants the Finance Commission
the authority to adopt rules to enforce the
consumer loan chapter. :

The statutory provisions affected by the
adoption are contained in Texas Finance
Code, Chapter 342,

§83.101. Purpose and Scope,

(a) Purpose. The purpose of this
subchapter [ehapter] is to assist in the
administration and enforcement of Texas
Finance Code, Chapter 342,

(b) Scope.

(1) This subchapter [ehapter] applies
to all persons engaged in the business of
making, transacting, or negotiating loans
subject to Texas Finance Code, Chapter 342.
As such, this subchapter [ehapter] only
applies to lenders and brokers in the
business of making, transacting or
negotiating loans that:

(A) - (C) (No change.)

' (2) This subchapter [ehapter] applies
to term loans extended primarily for
personal, family, or household purposes.

(3) This subchapter [ehapter] also
applies to a loan broker who arranges,

negotiates, or brokers loans for a lender that
funds the loan. This subchapter [chapter]
does not apply to any loans made under
Texas Finance Code, Chapters 301 - 308 or
Chapter 339, including commercial and
agricultural loans.
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$83.102. Definitions.

Words and terms used in this subchapter
[ehapter] that are defined in Texas Finance
Code, Chapter 342 have the same meanings
as defined in Chapter 342, The following
words and terms, when used in this
subchapter [chapter], will have the following
meanings, unless the context clearly
indicates otherwise. : '

(1) Acquisition charge-- A [An
snterest| charge authorized for making the
cash advance under the authority of Texas
Finance Code, §342.252 and §342.259.

(2) (No change.)

(3) Amount financed--The amount of
money which is used, forbome, or detained
and upon which interest is charged. The cash
advance plus any other amounts that are
financed by the creditor are included. Any
points or other prepaid finance charges,
excluding the administrative loan fee, that
are not paid at closing and that are financed
as part of the transaction are included in the
amount financed. This definition is only
applicable for the purposes of (this
subchapter  fehapter] for computing
earnings, deferments, maximum charges,
and determining refunds of unearned
interest. It is not intended to be synonymous
with the similar term that is used in the

- Truth in Lending Act (15 U.S.C. §§1601 -

16676, .
(4) - (30) (No change.)

$83.203. Attempted Evasion of Applicability
of Subchapter [Chepter].

A "device, subterfuge, or pretense to
evade the application” of this subchapter
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[ehapter], as used in Texas Finance Code,
§342.051(b) refers to any transaction:

(1) - (2) (No change.)
$83.301. Definitions.

Words and terms used in this subchapter
[ehapter] that are defined in Texas Finance
Code, Chapter 342, have the same meanings
as defined in Chapter 342, The following
words and terms, when used in this
subchapter {ehapter], will have the following
meanings, unless the context clearly
indicates otherwise. '

(1) - (2) (No change.)
$83.302. Filing of New Application.

An application for issuance of a new
regulated loan license must be submitted in
a format prescribed by the commissioner at
the date of filing and in accordance with the
commissioner's instructions. The
commissioner may .accept the use of
prescribed alternative formats to facilitate
multistate uniformity of applications or in
order to accept approved electronic
submissions. Appropriate fees must be filed
with the application and the application must
include the following: ‘

(1) Required application information.
All questions must be answered.

(A) Application for License. -
(i) - (if) (No change.) -
(i) Signature [Signature(s)].

Electronic signatures will be accepted in a
manner approved by the commissioner.

5-27

ADOPT AMENDMENTS -

7TAC, PART 5

CHAPTER 83, SUBCHAPTER A
‘ Page 8 of 31

(D I the applicant is a
proprictor, the [each] owner must sign.

(ID If the applicant is a
partnership, one [eaeh] general partner must
sign,

‘ (IIT) - (V) (No change.)

(B) - (C) (No change.)

(D) Appointment of Statutory
Agent and Consent to Service [Piselosure].

Each applicant must appoint a- [The]
statutory agent and consent to service to that

agent [d}seles:afe—m}st—be—preﬂdeé—by—eaeh
appl—}eaﬁ-t] The statutory agent is the person
or entity to whom any legal notice may be
delivered. The agent must be a Texas
resident and list an address for legal service.
If the statutory agent is a natural person, the
address must be a physical residential
address. If the applicant is a corporation or a
limited liability company, the statutory agent
should be the registered agent on file with
the Office of the Texas Secretary of State. If
the statutory agent is not the same as the
registered-agent filed with the Office of the
Texas Secretary of State, then the applicant
must submit certified minutes appointing the
new agent,

(E) Personal Affidavit. Each
individual meeting the definition of
"principal party" as defined in §83.301 of
this title (relating to Definitions) [er-wheisa

operations] must provide a personal
affidavit. All requested information must be
provided.

(F) Personal Questionnaire. Each
individual meeting the definition of
"principal party" as defined in §83.301 of

this title [eﬂtlae—rs—a-pefseﬂ—respei&sable—ﬁef



éayut&‘éay—eéefaﬁeﬁs] must provide a

personal questionnaire. Each question must
be answered. If any question, except
question 1, is answered "yes," an
explanation must be provided. -

(G) Employment History. Each
individual meeting the definition of
"principal party" as defined in §83.301 of
this title [er-who-is-a-persenrespensible-for

day-to-day—operations] must provide an
employment history. Each principal party

should provide a continuous 10-year history,
with no gaps, accounting for time spent as a
student, unemployed, or retired. The
employment history must also include the
individual's association with the entity
applying for the license.

(H) - (I} (No change.)

(1) Financial Statement and
Supporting Financial Information.

(i) (No change.)

(ii) Sole proprietorships. Sole
proprietors must complete all sections of the
[Rersopal] Financial Statement and the
Supporting  Financial Information, or
provide a personal financial statement that
contains all of the same information
requested by the [Persenal] Financial
Statement and the Supporting Financial
Information. The [Persenal] Financial
Statement and  Supporting  Financial
Information must be as of the same date.

(iii) «(v) (No change.)

(K) Assumed name certificates

[MNameCertifieates]. For any applicant that

does business under an "assumed name"
that term is defined in Texas Business and
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Commerce Code, §71.002 [Ghapter71], an
assumed name cerfificate [AssumedName
Certifieate] must be filed as provided in this
subparagraph.

(0 . Unincorporated
applicants. Unincorporated applicants using
or planning to use an assumed name must
file an assumed name certificatc with the
county clerk of the county where the
proposed business is located in compliance
with Texas Business and Commerce Code,
§71.002 |[Chapter—71—as—amended]. An
applicant must provide a copy of the
assumed name certificate that shows the
filing stamp of the county clerk or,
alternatively, a certified copy.

(ii} Incorporated applicants.
Incorporated applicants using or planning to
use an assumed name must file an assumed
name certificate in compliance with Texas
Business and Commerce Code, §71.002
[Chapter T —as—amended]. Evidence of the
filing bearing the filing stamp of the Office
of the Texas Secretary of State must be
submitted or, alternatively, a certified copy.

(2) Other required filings.
(A) Fingerprints.

(1) - (iv) (No change.)

(v) For individuals who have
previously submitted fingerprints to another
state agency (e.g., Texas Depariment of
Savings and Mortgage  Lending),
fingerprints are still required to be submitted
to the OCCC, as per Texas Finance Code,
§14.152. Fingerprints cannot be disclosed to
others, except as authorized by Texas
Government Code, §560.002[;-as-amended].
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(B) - (D) (No change.)

(3) Subsequent applications (branch
offices). If the applicant is currently licensed
and filing an application for a new office,
the applicant must provide the information
that is unique to the new location including
the Application for License, Application
Questionnaire, Disclosure of Owners and

Principal Parties, and a new Financial |
- Statement as provided in paragraph (1)(J) of

this section. The responsible person at the
new location must be listed [fle-a-Persenal

Emﬁ;eﬁmem——%s%er—y,——ﬁ”—ﬂet—mweasly
filed], Other information required by this
section need not be filed if the information
on file with the OCCC is current and valid.

$83.303. Transfer of License.

(a) Definition. As used in this subchapter
[ehapter], a "transfer of ownership" does not
include a change in proportionate ownership
as defined in §83.304 of this title (relating to
Change in Form . or Proportionate
Ownership), except for changes meeting the
requirements of §83.304(c)(2) of this title.
Transfer of ownership includes the
following:

(1} - (7) (No change.)
(b) (No change.)

(c) Filing requirements. An application

. for transfer of a regulated loan license must

be submitted in a format prescribed by the
commissioner. at the date of filing and in
accordance with the rules and instructions.
The commissioner may accept the use of
prescribed aliernative formats to facilitate
multistate uniformity of applications or in
order to accept approved electronic
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submissions. Appropriate fees must be filed
with the tfansfer application, and the
application for, transfer must include the
following:

(1) Required application information.

(A) New licensees filing
transfers. The information required for new
license applications under §83.302 of this
title (relating to Filing of New Application)-
must be submitted by new licensees filing
transfers, The instructions in §83.302 of this
title are applicable to these filings. The
applicant_must also_submit [Ja—additiens]
evidence of transfer of ownership as
described in paragraph (2) of this subsection
[must-alse-be-submitted].

(B) Existing licensees filing
transfers. If the applicant is currenily
licensed and filing a transfer, the applicant
must provide the information that is unique
to the transfer event, including the
Application for License, Application
Questionnaire, Disclosure of Owners and
Principal - Parties, and a new Financial
Statement, as provided in §83.302 of this
title. The instructions in §83.302 of this title
are applicable to ‘these filings. The
responsible person at the new location must
be listed [fle-aPersonal-AffidavitPersonal
. Other information
required by §83.302 of this title need not be.
filed if the. information on file with the
OCCC is current and valid. The applicant
must also submit [Ta-additien;] evidence of

transfer of ownership as described, in

paragraph (2) of this subsection [must-alse
be-submitted].

(2) (No change.)



(d) Permission to operate. No business .

under the license may be conducted by any
transferee until the application has been
received, all applicable fees have been paid,
and a request for permission to operate has
been approved. In order to be considered, a
permission to operate must be in writing,
The [Additionally-the] transferor must grant
the transferee the authority to operate under
the transferor's license pending approval of
the transferee's new license application. The
transferor must accept full responsibility to
any customer and to the OCCC for the
licensed business for any acts of the
transferee in connection with the operation
of the lending business. The permission to
operate must be submitted before the
transferee takes control of the licensed
operation. The agreement must set a definite
period of time for the transferce to operate
under the transferor's license. A request for
pérmission to operate may be denied even if
it contains all of the required information.
Two companies may not simultaneously

_operate under a single license. If the OCCC

grants a permission to operate, the transferor

must cease operating under the authority of

the license.

_ (e) (No changé.)

§83.304. Change in Form or Proportionate
Ownership.

(a) Organizational form. When any
licensee or parent of a licensee desires to
change the organizational form of its
business (e.g., from corporation to limited
partnership) that results in the exact same
individuals _or entities still owning the
business, the licensee must advise the
OCCC [eommissioner] in writing of the
change within 14 [38] calendar days by

filing a license amendment and paying the
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required fees as provided in §83.310 of thig
title (relating to Fees) [the—appropriate
. §gg,g;igi ¢ his-title-{relati as-provided

i ]. [Fradditiensthe] The licensee
must also submit a copy of the relevant
portions of the organizational document for
the new entity (e.g., articles of conversion
and partnership agreement) addressing the
ownership and management of the new
entity.

(b) Merger. A merger of a licensee is a
change of ownership that results in a new or
different surviving entity and requires the
filing of a transfer application pursuant to
§83.303 of this title (relating to Transfer of
License). If the [A] merger of the parent
entity of a licensee that leads to the creation
of a new entity or results in a different
surviving parent entity, the licensee must
advise the OCCC in writing of the change
within 14 calendar days by filing a license
amendment and paying the required fees as
provided in §83.310 of this title [regquiresa
this—tifle]. . Mergers or transfers of other
entities with a beneficial interest beyond the
parent entity level only require notification
within 14 [10] calendar days. '

(¢) Proportionate ownership.

(1) A change in proportionate
ownership that results in the exact same
owners still owning the business, and does
not meet the requirements described in
paragraph (2) of this subsection, does not
require a transfer. Such a proportionate
change in ownership does not require the
filing of a transfer application, but does
require notification when the cumulative
ownership change to a single entity or
individual amounts to 5% or greater, No
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later than 14 [10] calendar days following
the actual change, the licensee is required to
notify the OCCC [eemmissiener| in writing
of the change in proportionate ownership.
This section does not apply to a publicly
held corporation that has filed with the

‘QCCC the most recent 10K or-10Q filing of

the licensee or the publicly held parent
corporation, although a transfer application
may be required under §83.303 of this title.

(2) (No change.)
§83.307. Processing of Application.

(a) Initial review. A response to an
incomplete application will ordinarily be
made within 14 calendar [10-business] days
of receipt [stating—that—the—apphcation—is
complete-and-aceepted-for-filing-of] stating

that the application is incomplete and
specifying the information required for
acceptance,

(b) - (d) (No change.)

(e) Denial. If an application has been
denied, the assessment fec will be refunded
to the applicant. The 1nvest1gat1on fee [and

the-finserprint processingfee] in §83.310 of .

this title (relating to Fees) will be forfeited.

(f) No change.)
$83.309. License Status.

(a) Inmactivation of active license. A
licensee may ceaseé operating under a
regulated loan license and choose to
inactivate the license. A license may be
inactivated by giving notice of the cessation
of operations not less than 30 calendar days
prior to the anticipated inactivation date.
Notification must be filed on the
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Amendment to a [Regulated-Loan] License

or an approved electronic submission as
prescribed by the commissioner. The notice
must include the new mailing address for the
license, the effective date of the inactivation,
and the fee for amending the license. A
licensee must continue to pay the yearly
renewal fees for an inactive license as
outlined in §83.310 of this title (relating to
Fees), or the license will expire,

(b) Activation of inactive license. A
licensee may activate an inactive license by
giving notice of the intended activation not
less than 30 calendar days prior to the
anticipated activation date. Notification
must be filed on the Amendment to a
[Regulated—Fean] License or an approved
electronic submission as prescribed by the
commissioner. The notice must include the
contemplated new address of the licensed
office, the approximate date of activation,
and the fee for amending the license as
outlined in §83.310 of this title.

(c) Voluntary surrender of license.
Subject to §83.406(b) of this title (relating to
Effect of Revocation, Suspension, or
Surrender of License), a licensee may
voluntarily surrender a license by providing
written notice of the cessation of operations,

'a request to surrender the license, and [by

submitting] the license certificate. A
voluntary  surrender will result in
cancellation of the license.

(d) (No change.)
683.310. Fées.

(a) New licenses.

(1) (No change.)



(2) Assessment fees. An assessment
fee not to exceed [of] $600 per active license
and not to exceed $250 per inactive license
is assessed each time an application for a
new license is filed. This assessment fee will
be refunded if the application is not
approved.

(b) License transfers. An applicant must
pay a $200 nonrcfundable [nen-refundable]

investigation fee for each license transfer.

[(ey—Fingerprint—processing—A
.
. . ; )
‘| L ]g taeinal \
i -]

() [é] License amendments. A fee of
$25 must be paid each time a licensee
amends a license by inactivating a license,
activating an inactive license, changing the
assumed name of the licensee, changing the
organizational form  or  proportionate
ownership that results in the exact same
individuals or entities still owning the
business and does not require a fransfer
under §83.303(a)(4) or (5) of this title
(relating  to  Transfer of license) or
§83.304(c)(2) of this title (relating to
Change in Form or _ Proportionate

Ownership), providing notification of a new
parent entity, or relocating an office.

(d) [¢e] License duplicates sent by mail.
The fee for a license duplicate to be sent by

. mail is $10.

() [] Costs of hearings. The
commissioner may assess the costs of an
administrative appeal pursuant to Texas
Finance Code, §14.207 for a hearing
afforded under §83.307(d) of this fitle
(relating to Processing of Application),
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including the cost of the administrative law
judge, the court reporter, and agency staff
representing the OCCC at a hearing,

(D) [é&y] Annual renewal and assessment
fees.

. (1) An annual assessment fee is
required for each license consisting of:

(A) a fee not to exceed [fixed fee
ef] $600; and

(B) a volume fee based upon the
type of lending activity conducted and the
volume of business that does not exceed
[eonsists-of| an amount that is the greater of?

(i) $0.03 per each $1,000
transacted for license - holders whose
regulated operations consist of negotiating
or brokering transactions on behalf of others
in accordance with the most récent annual
report filing (Schedule E, Brokered Loans)
required by Texas Finance Code, §342.559;

.. (i) $0.03 per each $1,000
advanced for. license " holders whose
regulated operations occur within Texas
Finance Code, Chapter 342, Subchapter F,
in accordance with the most recent annual
report filing (Schedule D, Lines 2 and 3)
required by Texas Finance Code, §342.559;
or

- (ifl) $0.05 per each $1,000
made or acquired under Texas Finance
Code, Chapter 342, except amounts made or
acquired by license holders covered by
clauses (i) or (1) of this subparagraph, or
Texas Finance Code, Chapter 346, in
accordance with the miost recent annual
report filing (Schedule D, Lines 1, 4, 6 and
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8) rtequired by Texas Finance Code,
§342.559. |

(2) The annual assessment fee for an
inactive license will not exceed [is] $250.

- (3) The maximum annual assessment
fee for each licensed entity will not average
more than $1,200 per active licensed
location.

§83.311. Applications and Notices as Public
Records.

Once a license application or notice is

filed with the OCCC, it becomes a "state

record" under Texas Government Code,
§441,180(11), and "public information"
under Government Code, §552.002, Under
Government Code, §441.190, §441.191 and

§552.004, the original applioations and

notices must be preserved as "state records”
and "public information" unless destroyed
with the approval of the director and
librarian of the State Archives and Library
Commission under . Government Code,
§441.187. Under Government Code,
§441.191, the OCCC may not return to the

applicant or licensee any original documents -
. associated with a regulated loan license

apphcatlon or notice [%e—the—appheaﬂt—e%
Licensee]. An individual may request copies

of a state record under the authority of the

" Texas Public Information Act, Government
- Code, Chapter 552.

$83.403. Notice of Delinquency in Payment
of Annual Assessment Fee.

For purposes of Texas Finance Code,
§342.155, notice of delinquency in the
payment of an annual assessment fee is

given when [&pe-n—the—maihﬂg—eﬂ the

delinquency notice is sent fo the licensee at
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the email or mailing address on file with the
OCCC [senelosed—in—a-postpaid—properly
addressed—envelope—in—a—post—ofiice—or

Ficial—d ) i ] :
eustedy-of the United States-Postal Serviee].

$83.404. Ejj’ecr of Criminal History
Information on Applicants and Licensees.

(a) (No change.)

(b) Information on arrests, charges,
indictments, and convictions. In responding

. to the information requests in the

application, all arrests, charges, indictments,

and convictions must be disclosed. The

applicant must, to the extent possible, secure

and provide to the commissioner reliable -
documents or testimony evidencing the

information  required to make a
determination under subsection (d) of this

section, including the recommendations of
the prosecution, law enforcement, and
correctional authorities, The applicant must
also provide [fusnish] proof in such form as
may be required by the commissionér that
the person [prineipal-party-of-the-applicant]

has maintained a record of steady
employment, has supported the person's

[principal—party's] dependenis, and has

otherwise maintained a record of good
conduct. At a minimum, the person
[principal—party] must provide [furnish]

proof that all outstanding court costs,

supervision fees, fines, and restitution as
may have been ordered have.been paid.

Failure to disclose arrests, charges,
indictments, and - convictions reflects
negatively on an applicant's honesty and
moral character.

(¢) Factors in determining whether
conviction relates to occupation of regulated
lender. In determining whether a criminal



offense directly relates to the duties and
responsibilities of holding a license, the
commissioner will consider the following
factors, as specified in Texas Occupations
Code, §53.022: :

(1) - (2) (No change.) |

(3) the extent to which a license
might offer an opportunity to engage in
further criminal activity of the same type as

that in which the person [prineipal-party]
previously had been involved; and

(4) (No change.)

(d) Effect of criminal convictions on
applicant or licensee.

(1) Effect of criminal convictions
involving moral character. The
commissioner may deny an application for a
license, or suspend or revoke a license, if an
applicant, licensee, or principal party [the

svho] has been convicted. of any felony or of
a crime involving moral character that is
reasonably related to the applicant's or
licensee's fitness to hold a license or to
operate lawfully and fairly within Texas
Finance Code, Chapter 342. For purposes of
this section, the crimes listed in
subparagraphs (A) - (H) of this paragraph
are considered to be crimes involvihg moral
character:

(A) - (H) No change.)

(2) . Effect of other criminal
convictions. The commissioner may deny an
application for a license or revoke an
existing license, if an applicant. licensee, or
a principal party of the applicant or licensee,
has been convicted of a crime that directly
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relates to the duties and responsibilities of a
regulated lender that originates or obtains
loans under Texas Finance Code, Chapter
342. Adverse action by the commissioner in
response to a crime specified in this section
is subject to mitigating factors and rights of
the applicant or licensee, as found in
§83.405 of this title (relating to Crimes
Directly Related to Fitness for License;
Mitigating Factors).

$83.405. Crimes Directly Related to Fimess
Jor License,; Mitigating Factors.

(a) Crimes directly related to fitness for
license. Originating or obtaining loans made
under Texas Finance Code, Chapter 342
involves or may involve making
representations to borrowers regarding the
terms of the loan, maintaining loan accounts,
repossessing property without a breach of
the peace, maintaining goods that have been
repossessed, collecting due amounts in a
legal manner, and foreclosing on real
property in compliance with state and
federal law. Consequently, crimes involving:
the misrepresentation of costs or benefits of
a product or service, the improper handling
of money or property entrusted to the person
[individaal], failure to file a governmental
report or filing a false report, or the use or
threat of force against another person are
directly related to the duties and
responsibilities of a license holder and may
be grounds for denial, suspension, or
revocation. . .

(b) Mitigating factors. In determining
whether a conviction for a crime renders an
applicant or a licensee unfit to be a license
holder, the commissioner will consider, in
addition to the factors listed in §83.404 of
this title (relating to Effect of Criminal
History Information on Applicants and
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Licensees), the factors listed in paragraphs
(1) - (6) of this subsection, as specified in
Texas Occupations Code, §53.023:

(1) the extent and nature of the

person's [prineipal—party's] past criminal

activity;

(2) the age of the person when the

crime was committed [prineipal-party-atthe
time-ofthe commission-ofthe-erime];

(3) the amount of time that has [the

time| elapsed since the person's [pme}pal
party's] last criminal activity;

(4) the conduct and work activity of
the person before and after [prineipal-party
pﬂer—t&aﬁd—feﬂewmg] the criminal activity;

(5) evidence of the person's [the

's]  rehabilitation  or

rehabilitative effort while incarcerated or

after release, or following the criminal
activity if no time was served; and

(6) the person's [prineipal—party's]
current circumstances relating to the present
fitness of the applicant or licensee, evidence
of which may include Iletters of
recommendation from prosecution, law
enforcement, and correctional officers who
prosecuted, arrested, or had custodial

responsibility for the person [pprﬂeﬁsai
party]; the sheriff or chief of police in the

community where the person [principal
party] resides; and other persons in contact

with the convicted person [prineipal-party].

§83.5 01. Maximum Interest Charge.

(a) Precomputed loans. An authorized
lender may charge the add-on rates
authorized by Texas TFinance Code,
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§342.201(a) or the alternative simple interest
rate authorized by Texas Finance Code,
§342.201(d) or (e) as calculated by the
scheduled installment earnings method, for
precomputed loans that are either unsecured
or secured by personal property. Prepaid
interest in the form of points is not
permitted, unless expressly authorized. by

statute [¢e-g-an-administrative-feey].

(b) Interest-bearing loans. An authorized
lender may charge any rate of interest that
does not exceed thé maximum rate
authorized by Texas Finance Code,
§342.201(d) or (e} as calculated by the true
daily earnings method or the scheduled
installment earnings method, for-an interest-
bearing loan that is either unsecured or

- secured by personal property. Prepaid

interest in the form of points is not
permitted, unless expressly authorized by

statute [(e-g-anadministativeJoan-fee)].

- (¢) (No change.)

$83.502. Treatment of Periods Less than a

Full Month Before. the First Installment
Date,

(2) (No change.)

(b) An authorized lender may use one of
the methods listed in paragraphs (1) and (2}
of this subsection in a regular transaction,
when counting additional odd days in a first
installment. period, so long as the method
utilized is consistently applied to all
applicable loan transactions ml‘uated by the
authorized lender.

(1) (No change.)

(2) Regulation Z method. Under this
method, the odd days should be determined



in accordance with Regulation Z - Truth in
Lending, 12 CJFR. Part 1026 [226],
Appendix J. The odd days are determined by
first ascertaining the one-month anniversary
date preceding the first scheduled
installment due date. After determining the
one-month anniversary date preceding the
first scheduled installment due date, the odd
days are determined by counting the number
of days between the date of the loan and the
one-month anniversary date.

(c¢) (No change.)
§83.503. Administrative Fee.

An authorized lender may collect an
administrative fee pursuant to Texas Finance

Code, §342.201(f), on mterest-bearmg and
precomputed loans.

(H-3) (No change.)
[ Trterest—may—not—be—assessed;

g 1 i E] - K
Chapter342.] |

(4) [65)] An administrative fee is a
prepaid charge and may be contracted for,
charged, or received in addition to the
contractual interest charge authorized by

- Texas Finance Code, §342.201(a), (d), or

(e).
$83.504. Default Charges.
(a) - (¢) (No change.)
(d) Default period. A default charge may

not be assessed until afier the 10th day after
the installment due dafe. For example, if the
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installment due daté is the 1st of the month,
a default charge may not be assessed until
the 12th of the month.

(e) (Né change.)

(f) Pyramiding prohibited. An authorized
lender seeking fo assess additional interest
for default on a precomputed loan - under
Texas Finance Code, §342.203 or §342.206
must comply with the prohibition on the
pyramiding of late charges provided by [set -
feft—h—iﬂ] the Federal Trade Commission's
[Commissien] Credit Practices Rule at 16
CFR. §444.4 or in Regulation AA, 12-
C.F.R. Part 227, promulgated by the Board
of Governors of the Federal Reserve
System, as applicable.

() - (h) (No change.)

983.505, Deferment.

(2) - (¢} (No change.) |

(d) Deferment notice. Each deferment
must be recorded [meted] on the account
record at the time the deferment is made. A
written notice containing the conditions of

" the deferment must be provided [fusnished)

to the borrower. The deferment notice must
include the name of the lender, the name of
the borrower, the loan number, the date of
the deferment, the installment or
installments being deferred, the deferment
period, the amount of the deferment charge,
the balance on the account, and the date and
amount of the next installment due. The
notice must be signed by the borrower to
indicate [A—signature—of—the borrower
denotes] the borrower's agreement to a
bilateral deferment,
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() Computation of deferment charge for
regular transaction. Each deferment charge
on a regular loan transaction must be
computed in accordance with the method
prescribed by the loan contract. If the loan
contract does not provide for a deferment
charge, then no deferment charge may be
assessed or collected. A lender may employ
any of the prescribed computational
methods described in this subsection so long
as the computational method employed is
consistently utilized throughout the term of
the loan. An authorized lender may calculate
the deferment charge using the balance

. method or the date method.

(1) Balance method. The balance
method is used to determine the difference
between the refund of unearned interest as
of the due date of the last entirely paid
installment and the due date of the next

succeeding unpaid installment.

(A) (No change.).

(B) Calculation for deferment
after first installment. The first step in
determining the deferment charge using the
balance method for any installment after the
first installment is to determine the

- deferment period.

(i) - (iv) (No change.)

(v) Example of deferment
calculation. The terms of a precomputed
Texas Finance Code, §342.201(c) loan are
as follows: Date of loan: 09/01/2015
[09/01/2009]; First installment due date:
10/01/2015 [36/01/20609); Cash Advance:
$2,356.21; Finance Charge {(no
administrative fee): $1,243.79; Total of
Payments: $3,600; Term: 36 months;
Regular  installment amount:  $100;
Refunding method: Scheduled installment
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earnings method; and Annual Percentage
Rate: 30%. If an authorized lender agrees to
a deferment roughly six months into the
confract and the remaining precomputed
balance is $3,095 - (no adjustments are
necessary), to determine the "last entirely
paid installment," the authorized lender must
divide the precomputed balance by the
regular installment amount ($3,095 divided
by $100 = 30.95). Because the entire amount
of the installment must be unpaid, the result
must be rounded to the next lowest whole
number (in this case, 30). For calculation
purposes, there are 30 remaining
installments and 6 installments have been
made. In this case, the 7th scheduled
installment is being deferred. The deferment
charge is calculated by determining the
scheduled interest charge for the deferment
period, or from the last entirely paid
installment to the "first entirely unpaid
installment" (the 6th entirely paid scheduled
installment) to the "next succeeding unpaid
installment” (7th scheduled installment).
The "next succeeding unpaid installment” is
determined by subtracting one unit period
from the "last entirely paid installment” (30
- 1= 29). The calculation of the deferment
charge is the difference between the interest
refund of the 6th entirely paid installment
(36 - 30) and the 7th first entirely unpaid
installment (36 - 29). This difference would
be $53.28.

(2) (No change.)
() - () (No change.)
$83.601, Authorized Charges. :
(a) An authorized lender may contract
for, charge, or collect on a loan made

pursuant to Texas Finance Code, Chapter
342, Subchapter F:



(1) - (5) Mo change.)

(6) interest after maturity [that-doees
not-exeeed-the-Toxas Finanee-Code Chapler
303, Subchapter A-rate].

(b) (No change.)
$83.602. Défault Charges.

(a) - (d) (No change.)

(e) Default period. A default charge may
not be assessed until after the 10th day after
the installment due date. For example, if the
installment due date is the 1st of the month,
a defanlt charge may not be assessed until
the 12th of the month.

(f) Pyramiding prohibited. An authorized
lender seeking to assess additional interest
for default on a precomputed loan under
Texas Finance Code, §342.257 must comply
~ with the prohibition on the pyramiding of
late charges provided by [setforthin] the
Federal Trade Commission's [Cenmmission]
Credit Practices Rule at 16 C.F.R. §444.4 or
in Regulation AA, 12 CFR. Part 227,
promulgated by the Board of Governors of
“the Federal Reserve System, as applicable,

(g) - (h) (No change.)
$§83.603. Deferment Charges.

The rules for deferment charges
applicable to Texas Finance Code, Chapter
342, Subchapter E loans provided by [as-set
forth—in] §83.505 of this title (relating to
Deferment) are also applicable to loans
made under Subchapter F.
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$83.604.  Payday  Loans;  Deferred
Presentment Transactions. :

* (a) Definitions. For the purposes of this
subchapter [ehapter], the following words
and terms, when used in this subchapter
[ehapter], will have the following meanings,
unless the context clearly indicates
otherwise.

(1) (No change.)
(2) Payday loan or deferred
presentment transaction--
(A) A transaction in which:

(1) a cash advance in whole or
in part is made in exchange for a personal
check or authorization to debit a deposit
account; :

. (1) - (ii1) (No change.)
(B) (No change.)

(b) - Authorization. A licensee may
engage in a payday loan or deferred
presentment  tfransaction  under,  this
subchapter [chapter] and subject to the
provisions of Texas Finance Code, Chapter
342, Subchapter ¥. A payday loan or -
deferred presentment transaction is a loan of
money. The check given in the transaction
may serve as security for the payment of the
loan. A person who negotiates, arranges, or
acts as an agent for'an authorized lender in a
payday loan or deferred presentment
transaction that has an effective annual rate
of greater than 10% is required to be
licensed.

(c) Maximum charge. A licensee may
charge an amount that does not exceed the
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rates authorized in Texas Finance Code,
§§342.251 - 342.259. The chart in the
following figure provides examples of the
maximum authorized rates for loans made
under Texas Finance Code, Chapter 342,
Subchapter F. Texas Finance Code,
§342.254 which prohibits other charges
applies to this section.

Figure: 7 TAC §83.604(c) (See atiached.)

(d) - (¢) (No change.)

(f) Conditions. A lender may accept a
check to secure payment of a payday loan if
the Iender complies with paragraphs (1) and
(2) of this subsection, '

(1) (No change.)

(2) Collection practices. A payday
loan constitutes a credit relationship for all
purposes, including collection. If a borrower
defaults, including the return of the check to
the licensee from a financial institution due
to insufficient funds; closed account, or stop
payment order, the licensee may-pursue all
legally available civil means to collect-the
debt. Collection practices must be in

accordance with this subchapter [ehapter|
and with the Texas Debt Collection

Practices Act, Texas Finance Code, Chapter

392.

* (3) (No change.)

§83.606. Maximum Term and Maximum

Installment Account Handling Charge.

(a) - (¢) (No change.)

() Maximum installment account
handling charge for loan contract using the
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“scheduled installment earnings method or

the true daily earnings method.

(1) - (5) (No change.)

(6) Effective rate for . regular
transactions and irregular transactions.

(A) (No change.)

(B) Irregular transaction. For an
irregular transaction using the scheduled
installment earnings method or true daily
earnings method, the maximum effective
rate is determined by taking the closest
monthly effective rate assuming the loan
contract was payable in substantially equal
successive monthly installments beginning
[being] one month from the date of the loan.

(i) - (iii) (No change.)
(g) - () (No change.)

§83.701. Moximum Interest Charge.

(a) - (b) (NO change.)

(c) Method of calculatmn An authorized
lender making loans under Texas. Finance
Code, §342.301(c) may calculate the rate
and amount of interest by any method of
calculation, as long as the amount of interest
charged does not exceed the maximum rate
or amount of interest provided by [setferth
in] Texas Finance Code, §342.301,
calculated . using the specified earnings
methods contained in Texas Finance Code,
§342.301.

$83.702. Treatment of Periods Less than a
Full Month.

(a) (No change.)



(b) An authorized lender may use one of
the methods listed below, in a regular
transaction, when counting additional odd
days in a first installment period, so long as
the method utilized is conststently @pplied to
all applicable loan transactions initiated by
the authorized lender.

(1) (No change.)

" (2) Regulation Z method. Under this
method, the odd days should be determined
in accordance with Regulation Z - Truth in
Lending, 12 CFR. Part 1026 [226],
Appendix J. The odd days are determined by
first ascertaining the one-month anniversary
date preceding the first scheduled
installment due date. After determining the

 one-month anniversary date preceding the

first scheduled installment due date, the odd
days are determined by counting the number
of days between the date of the loan and the
one-month anniversary date,

(c) (No change.)

§83.703. Default Charges.

(a) - (c) (No chaﬁge.)

(d) Default period. A default charge may
not be assessed until after the 10th day after
the installment due date. For example, if the
installment due date is the 1st of the month,
a default charge may not be assessed until
the 12th of the month.

(e} (No change.)

(f) Pyramiding prohibited. An authorized
lender seeking to assess additional interest
for default on ‘a precomputed secondary
mortgage loan under Texas Finance Code,
§342.302 or §342.305 must comply with the
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prohibition " on the pyramiding of late
charges provided by [set—forth—in] the
Federal Trade Commission's [Cesunissien)
Credit Practices Rule at 16 C.F.R. §444.4 or

in Regulation AA, 12 CF.R. Part 227,

promulgated by the Board of Governors of
the Federal Reserve System, as applicable.

$83.704. Deferment.

(2) - (b) No change.)

(¢c) Deferment notice. Fach deferment
must be recorded [meted] on the account
record at the time the deferment is made. A
written notice containing the conditions of
the deferment must be provided [furnished]
to the borrower. The deferment notice must
include the name of the lender, the name of
the borrower, the loan number, the date of
the deferment, the installment or
installments being deferred, the deferment
period, the amount of the deferment charge,
the balance on the account, and the date and
amount of the next installment due. The
notice must be signed by the borrower to

indicate [A—s&gﬁa:tafe—ef—the—-beﬁeweﬂf
éeﬁe%es] the borrower's agrecment to a

" bilateral deferment.

{d) Computation of deferment charge for
regular transaction. Each deferment charge
on a regular loan fransaction must be
computed in accordance with the method
prescribed by the loan contract. If the loan
contract does. not provide for a deferment
charge, then no deferment charge may be
assessed or collected. A lender may employ -
any of the prescribed computational
methods described in this subsection so long
as the computational method employed is
consistently utilized throughout the term of
the loan. An authorized lender may calculate

5-40



the deferment charge using the balance
method or the date method.

(1) Balance method. The balance
method is used to determine the difference
between the refund of uncarned interest as
of the due date of the last entirely paid
installment and the due date of the next
succeeding unpaid installment.

(A) (No change.)

(B) Calculation for deferment
after first installment. The first step in
determining the deferment charge using the
balance method for any installment after the
first installment is to determine the
deferment period.

(i) - (iv) (No change.)

(v) Example of deferment
calculation. The terms of a precomputed
Texas Finance Code, §342.301 loan are as
follows: Date of loan: 09/01/20135
[69/01/2009];, First -payment due date:
10/01/2015 [16/63/2669]; Cash Advance:
$2,766.48; Finance Charge: $833.52; Total
of Payments: $3,600; Term: 36 months;
Monthly - installment: $100; Refunding
method: Sum of the periodic balances; and

Annual Percentage Rate: 18%. If an -

authorized lender agrees to a deferment
roughly six months into the contract and the
remaining precomputed balance is $3,095

" (no adjustments are necessary), to determine

the "last entirely paid installment,” the

authorized lender must divide the
precomputed -balance by the regular
installment amount ($3,095 divided by $100
= 30.95). Because the entire amount of the
installment must be unpaid, the result must
be rounded to the next lowest whole number
(in this case, 30). For calculation purposes,
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. there are 30 remaining installments and 6

installments have been made. In this case,
the 7th scheduled installment is being
deferred. The deferment charge is calculated
by determining the scheduled interest charge
for the deferment period, or from the last
entirely paid installment to the "first entirely
unpaid installment" (the 6th entirely paid
scheduled installment) to the “next
succeeding unpaid  installment" (7th
scheduled  installment), The  "next
succeeding  unpaid  installment®  is
determined by subtracting one unit period
from the "last entirely paid installment" (30
- 1 = 29). The calculation of the deferment
charge is the difference between the interest
refund of the 6th entirely paid installment
(36 - 30) and the 7th first entirely unpaid
installment (36 - 29). This difference would
be $37.54. A scheduled installment earnings
refund method would yield a slightly
different result of $36.69.

(2) (No change.)
(e) - (i) (No change.)
$83 .A 708. Balloon Payr-néﬁfs.

Balloon payments are authorized in a
secondary mortgage loan unless prohibited
by other applicable law (for example, the
high cost mortgage rules of Regulation Z -
Truth in Lending, 12 C.F.R. §1026.32(d)(1)

[§2%6%%€d9{—1—)], and Texas Finance Code,

§343.202). .

$§83.751. Scope.

(@) Scope. This division [subehapter]
applies to all precomputed loan transactions
made pursuant to Texas Finance Code,
Chapter 342, Subchapters E, F, and G. This

division [subchapter] is inapplicable to



3
-1
2l

interest-bearing loans made under Texas

Finance Code, Chapter 342.

(b) Refind methods for Chapter 342,
Subchapter F and G loans. The chosen
method of determining refunds must be
contracted for in the loan agreement. An
authorized lender may utilize one of the
following methods of determining the
amount of a refund: '

(1) (No change.)

(2) the scheduled installment
earnings method; or

(3) (No change.)

(c) Refund method for Chapter 342,

Subchapter E loans. An authorized lender
may not use the sum of the periodic [perted]
balances method for a Subchapter E loan.

$83.752. Specific Application to Subchapter
E and GG Loans.

(a) (No change.)
(b) Interest or fees not subject to refund.
(1)-(3){No change.)

$83.754. Refund of Precomputed Interest for
Subchapter G Loans.

(a) Regular transactions.

(1) (No change.)

(2) If prepayment in full is made by
cash, renewal, or otherwise, before the first
installment due date, the authorized lender
must compute the refund as provided by this

paragraph.
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{A) (No change.)

(B) If the first installment due
date is 16 days or greater, but less than one
month[;] from the date of the loan, the
lender may retain for each elapsed day
between the date of the loan and prepayment
before the first installment due date, 1/30th
of the interest which could be retained if the
first installment period were one month and
the loan was prepaid in full on the first
installment due date. '

(C) (No change.)
(b) - (¢) (No change.)

$83.756. Refund of Precomputed Interest for
Subchapter F Loans; Prepayment in Full
Before the First Installment Due Date.

(a) If the first installment due date is one
month or less.from the date of the loan, the
authorized lender may retain for each
elapsed day between the date of the loan and
prepayment before the first installment due
date, 1/30th of the  installment account

handling charge that [and-acquisition-charge

%hat—ﬁ—sab}eet—%e—bemg—refaﬂded—aﬂé] could
be retained if the first installment period

were one month and the loan was prepaid in
full on the first installment due date. All
interest in excess -of such amount must be
refunded or credited to the borrower.

(b) - (c) (No c_hgmge.)

| $83.757. Refund of Precomputed Fnterest Jor

Subchapter F Loans; Prepayment in Full
After the First Installment Due Date and
Before the Final Installment Due Date.

(a) If prepayment in full is made by
cash, renewal, or otherwise, the authorized
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lender must refund or credit to the borrower
the unearned installment account handling
charge [and-aecquisiion—eharge—subject—to
refund] by the refund method authorized by
§83.751(b) of this title (relating to Scope)

and identified in the loan agreement as the .

chosen refund method. One day earned into
a month will allow the lender to carn the
interest applicable to the full month,

(b) (No change.)

$83.801. Definitions.

: Words and terms used in this subchapter

[ehapter] that are defined in Texas Financeé
Code, Chapter 342, have the meanings as
defined in Chapter 342. The following
words and terms will have the following
meanings unless the context clearly
indicates otherwise,

- (1) - (3) No change.)

(4) Credit insurance--Includes credit
life insurance, credit accident and health
insurance, and  credit  involuntary
unemployment insurance.

(5) - (6) (No change.)

(7) Gap waiver agreement--An
agreement that eliminates or reduces the
deficiency when the proceeds from the
borrower's insurance policy do not cover the
unpaid net balance after the motor vehicle
has suffered a total loss or constructive total
loss. The unpaid net balance on the loan
does not include:

(A) - (F) (No change.)

(8) (No change.)
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$83.805. Authorized Credit Insurance.
(a) - (b) (No change.)
(¢) Credit involuntary [frveluntary]

unemployment insurance must be written in
compliance with Texas Insurance Code,
Chapter 3501, and any regulations issued by
the Texas Department of Insurance under
the authority of that chapter.

$83.809.  Prepaymenmt of Loan from
Insurance Proceeds.

(a) Personal property insurance. If a loan
is prepaid in full from the proceeds of a
personal property insurance policy following
a personal property loss, the refund should
be computed as follows:

(1) - (2) (No change.)

(3) Total or partial motor vehicle
insurance loss.

(A) (B) (NO change.)

(C) A personal property
insurance premium refund must be
computed as of the date the settlement check
is received by the licensee. A motor vehicle
insurance premium refund must be
computed as preseribed by the Automobile
Rules and Rating Manual,

(b) - (¢) (No change.)

$83.828. Files and Records - Required
(Subchapter E and F Lenders).

Each licensce must maintain records
with respect to each loan made under Texas
Finance Code, Chapter 342, Subchapters E
and F, and make those records available for



examination. The records required by this
section may be maintained by using either a
paper or manual recordkeeping system,
electronic recordkecping system, optically
imaged recordkeeping system, or a
combination of the preceding types of
systems, unless otherwise specified by
statute or regulation. If federal law
requirements for record retention are
different from the provisions contained in

this section, the federal law requirements .

prevail only to the extent of the conflict with
the provisions of this section.

(1) Loan register. Each licensee must
maintain a loan register, containing the
information required by subparagraphs (A) -
(D) of this paragraph, for each Texas
Finance Code, Chapter 342, Subchapter E
and F loan made by the licensee. The loan
register can be maintained either as a paper
. or an elecironic record. If the loan register is
maintained as an elecironic record, the
licensee must be able to sort, generate, and
print, as a separate record, the loan register
for each day the licensee originated or
acquired Chapter 342, Subchapter E and F
loans. A licensee may incorporate the loan
register as part of the record of daily
fransactions required by paragraph (7) of
+this section if the loan register is a separate
and distinct section of the daily report. If the
loan register is maintained as a paper record,
the loan register must be currently
maintained. A licensee may file, in
chronological order, copies of any loan
document or form prepared at the time a
loan is made reflecting the information
provided [set-forth] in subparagraphs (A) -
(D) of this paragraph to serve as a loan
register. A loan register must contain the
following information:

(A) - (D) (No change.)
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- (2 No change.)

(3) Borrower's -account record
{(including payment and collection contact
history). A -separate paper or electronic
record must be maintained for the account of
ecach borrower. The paper or electronic
borrower's account record must be readily
available by reference to either a name or
loan number. The borrower's account record
must contain at least the following
information on each loan: :

(A) - (G) (No change.)

(H) Total interest charges and
other authorized charges itemized to show:

(1) - (i1} (No change.)

(I) Amount of premium charges
for insurance, gap waiver agreements, and
authorized ancillary products itemized to
show:

(i) - (v) (No change.)

o .(vi-)  credit involuntary

" unemployment insurance;

(vid) - (viii) (No change.)
(I - (I) (No change.)

(M) Refunds of unearned
interest, insurance charges, gap waiver
agreements, and authorized ancillary
products, if any. A licensee is responsible
for substantiating final entries -and that
refunds were paid to the borrower, Refund
amounts must be itemized to show:

(1) (No change.)
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(ii) credit life, credit accident
and health, credit involuntary
unemployment, collateral protection interest
(single-interest or dual-interest coverage),
and personal property insurance charges
refunded, showing separately the refund
applicable to each separate insurance policy
Or coverage;

(iii) - (v) (No change.)
(N) - (O) (No change.)
(4) - (5) (No change.)

(6) Official fees records (Subchapter

E loans only).

(A) - (D) (No change.)

(B) Continuing notices of
security interest. Continuation of liens will

be dependent upon conformity with the

following:

(i) If a licensee desires tfo
continue a notice of security interest on
" which a maturity date was not initially
established on the financing statement, a
continuation statement must be filed no later
* than 60 days after the maturity date and no
sooner than six months prior to the maturity
date. A licensee may exercise one of the
following options when "continuing" a lien:

(i) (No change.)

(1) The filing fee may be
collected directly from the borrower within
the period for filing prescribed by Texas
Business and Commerce Code, §9.515; [ex]

(i) - (IV) (No change.)
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-(ii) (No change.)
(7) (No change.) ‘

(8) Record of loans in litigation and
repossession.

(A) (No change.)

(B) All loan records, account
cards, correspondence, and any other
pertinent information must be maintained in
the borrower's account folders or files. The
file must include the following applicable
items:

(i) - (v) (No change.)

(vi) When the licensee, acting
as a secured party, takes possession of the
collateral and disposes of it at a public or
private sale as provided under Texas
Business and Commerce Code, Chapter 9,
and the sale is not a judicial sale, the file
must include written evidence substantiating
the commercial reasonableness of all aspects
of the sale of the collateral, and of its
preparation. . for sale, if any. These
documents should include copies of any
invoices or receipts, condition. reports
indicating the condition of the collateral,
notice of intended disposition sent to the -
borrower and any other obligor or the
waiver of the notice signed after default by
the borrower and other obligors, and
evidence of fair sale of the collateral. One
means of providing evidence of fair sale or
the commercial reasonableness of sale is the
taking of not less than three bona fide bids.
Bids must disclose:

D [ﬁ&e] names and
addresses of the bidders;



: (II)_name [{vii—Name]
and address of the purchaser of ' the

repossessed collateral; and

(II1) after [Cviii)}-After] the

dlsposmon of the collateral a copy of any

explanation of calculation of surplus or-

deficiency sent to the borrower.

(9) Insurance loss registers. Each
licensee must maintain a register, paper or
electronic, reflecting information on credit
life, credit accident and health, personal
property, credit involuntary unemployment,
and collateral protection insurance claims
whether paid or denied by the insurance
carrier.

(A) Credit life [Eife] insurance
claims. The register pertaining to credit life
insurance claims must show the name of the
borrower, the account number, and the date

. of death.

(B) Credit accident [Aeeident]
and health insurance claims. The register
pertaining to credit ‘accident and health
insurance claims must show the name of the
borrower, the account number, and the date
of the initial filing of a claim for any
continuous period of disability.

(C) (No change.) "

(D) Credit involuntary
[Faveluntary] unemployment insurance

claims. The register pertaining to credit.

involuntary unemployment insurance claims
must show the name of the borrower, the
account number, and the date of the- initial
filing of the claim.

(E) (No change.)
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(10) Loan records and documents
file. ‘

(A) Generally. A licensee must
maintain a loan records and documents file
for each individual borrower. The loan
records and documents file must contain all
necessary records and documents fo .
evidence compliance with applicable state
and federal laws and regulations, including
the Equal Credit Opportunity Act and the
Truth in Lending Act. The loan records and
documents file must include copies of the
following records or documents:

(1) - (ix) (No change.)

(x) any written or recorded
records relating to repossessions, legal
actions, or foreclosure actions regarding
[relating4o] the borrower or the borrower's
collateral securing the loan; and

(xi) any separate disclosures
that are required by federal or state law,

. such as the notice to cosigner required by

the Federal Trade Commission's Credit

Practices Rule [Traderesulation], 16 C.F.R.
§444.3.

(B) Supplemental insurance
records. Each licensee must maintain in the
borrower's file  supplemental records
supporting the seftlement or denials of
claims reported in the registers. If the reason
for the denial of a credit life insurance or a
credit [an] accident and health . insurance
claim is based upon the medical records of
the borrower, supplemental records
supporting the denial of the claim must be
forwarded to the commissioner upon
request.
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(1) Credit life [Eife] insurance
claims. The supplemental insurance records
for credit life insurance claims must include
the death certificate or other written records
relating to the death of the borrower; proof
of loss or claim form that discloses the
amount of indebtedness at the time of death;
check copies or electronic payment receipts
that reflect the gross amount of the claim
paid, including the amount of insurance
benefits paid to beneficiaries other than the
licensee which is in excess of the net amount

necessary to pay the indebtedness; and the

amount that is paid to beneficiaries other
than the licensee.

(i)  Credit accident
[Aceident] and health insurance claims. The
supplemental insurance records for credit
accident and health insurance claims must
include any written records relating to the
disability, including statements from the
physician, employer, and borrower; the
proof of loss or claim form filed by the
borrower; and copies of the checks or
clectronic payment . . reccipts —reflecting
disability payments paid by the insurance
carrier. ‘

(iii) (No change.)

(iv) Credit _ involuntary
[aveluntary] unemployment insurance
claims. The supplemental insurance records
for credit involuntary unemployment
insurance claims must include any written
document relating to the termination, layoff,
or dismissal of the borrower; the proof of
loss or claim form filed by the borrower;
copies of the checks or electronic payment
receipts reflecting the payment of the claim
by the insurance carrier; and any other
pertinent written record relating to the credit
involuntary unemployment insurance claim.
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(v) (No change.)
(C) (No change.)
(11) (No change.)

(12) Adverse action records. Each
licensee must maintain adverse action
records regarding all applications relating to

-Texas Finance Code, Chapter 342 loans.

Adverse action records must be maintained
according to the record retention
requirements confained in Regulation B,
Equal Credit Opportunity Act, 12 C.F.R.
§1002.12(b) [§202:12(b);as-amended]. The
current retention periods are 25 months for
consumer credit and 12 months for business
credit. These records include the loan
application; any written or recorded
information used in evaluating the’
application; the adverse action notice, if
required; noticé of incompleteness, if
applicable; and counteroffer notice, if
applicable.

(13) Compliance [Offeial
correspondenee]. file. Each licensee must
maintain  a  separate file for all
communications from the OCCC .and for
copies of correspondence and reports
addressed to the OCCC [eemmissioner].
This file must include, at a minimum,
electronic _or paper copies_of the current
Texas Finance Code, Chapter 342, the last
three examination reports, correspondence
relating to compliance, compliance bulleting
issued in the last two years, and current rules
issued by the commissioner. A licensee will
be considered to have maintained copies of
the Texas Finance Code and current rules by
having access to the websites containing the
official versions of the current Texas
Finance Code and the current Texas
Administrative Code, [This-must-inelude—a




g
|

har-eopy version; ane ”EE_H]***HE HoRTFOpOrS

. (14) Retention and availability of
records. All required books and records
must be available for inspection at any time
by OCCC staff, and must be retained for a
period of four years from the date of the
loan, or two years from the date of the final
entry made thereon, whichever is later. All
obligations authenticated by the borrower,
including promissory notes and security
agreements, must be kept at an office in the
state designated by the licensee or made
available in the state, except when
transferred under an agreement that gives
the OCCC [eommissiener] access to the
documents. Copies of loan documents,

financing statements, loan applications,

records of insurance policies issued by or
through the licensee in connection with the
loan, and books and records required by this
section - must be maintained at [in] the

" licensed location or be made available at

some location in the state designated by the
licensee in writing to the OCCC
[eommissioner]. Documents may . be
maintained out of state if the licensee has in
writing acknowledged responsibility for
either making the records available within
the state for examination or by
acknowledging responsibility for additional

© examination costs associated  with

examinations conducted out of state.

883.829. Files and Records Required
(Subchapter G Lenders).-

Each licensee must maintain records
with respect to each loan made under Texas
Finance Code, Chapter 342, Subchapter G
and each home equity loan made under
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Texas Constitution, Article XV, Section 50,
and make those records available for
examination, The records required by this
section may be maintained by using either a
paper or manual recordkeeping system,
electronic recordkeeping system, optically
imaged recordkeeping system, or a
combination of the preceding types of
systems, unless otherwise specified by
statufe or regulation. If federal law
requirements for record retention are
different from the provisions contained in
this section, the federal law requirements
prevail only to the extent of the conflict with
the provisions of this section. The records
required by this section must be retained and
made available for inspection in the same
manner as that specified in §83.828(14) of
this title (relating to Files and Records
Required (Subchapter E and F Lenders)).

(1) (No change.)

~ (2) Record of individual borrower's
account, A separate record must be
maintained for the account of each borrower
and the record must contain at least the
following information on each loan:

{A) - () (No change.)

(K) In the event a loan is prepaid
in full, refunds of unearned charges and
unearned insurance premiums may be
required. A licensee is  responsible for
substantiating. final  entries . and for
substantiating that refunds due were paid to
borrowers. Refund amounts must be
itemized to show:

(1) CNd change.)

(ii) credit life, credit accident
and health, and personal property insurance
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charges refunded, showing separately the
refund applicable to each separate insurance
policy or coverage;

(L) - (M) (No change.)
(3) - (4) (No change.)

(5) Loan records and documents.

(A) (No change.)

(B) Supplemental insurance
records, Each licensee must maintain in the
borrower's file  supplemental records
supporting the settlement or denials of
claims reported in the registers. If the reason
for the denial of a credit life insurance or a
credit [an] accident and health insurance
claim is based upon the medical records of
the borrower, supplemental - records
supporting the denial of the claim must be
forwarded to the commissioner upon
request, A licensee must maintain
supplemental insurance records in a form
substantially similar. to §83.828(10)(B)(i) -
(iii) of this title.

§83.831. Review of Electronic
Recordkeeping Systems and Optical Imaging
Systems.

(a) (No change.)

(b) Software review for Chapter 342,
Subchapter E or F licensees. A licensee
making, transacting, or  negotiating
consumer loans subject to Texas Finance
Code, Chapter 342, Subchapter E or ¥ must
use a reviewed software system unless the
licensee  utilizes either a  manual
recordkeeping system that complies with
§83.828 of this title or a proprietary software
system that is not sold or distributed to other
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licensees, unless the other licensees are
affiliates of the licensee operating the
proprietary system. A list of reviewed non-
proprietary software systems that may be
used by licensees will be maintained on the
OCCC's [Office—of—Consumer—Credit
Commissioner's] website. A licensee or
software vendor must provide
documentation of the non-proprietary
software system  fo the QCCC
[eommissioner] that explains how the
required information is maintained within
the system.

() - (f) (No-change.)
$83.836. Follow-Up Examination Fees.

If a follow-up examination visit is
required within nine months afier a written
deficiency report has been given as a result
of a failure to comply with Texas Finance
Code, Chapter 342, this subchapter
[ehapter], or the special instruction section

" of the examination report, an examination

fee at the hourly rate of $100 per examiner
may be assessed.

§83.837. Disclosure when Automobile Club
Membership Offered in Connection with .
Loan.

(a) (No change.)

(b) The text of the disclosure must be set
in an easily readable typeface. Typefaces
considered to bé easily readable include
Times, Scala, Caslon, Century Schoolbook
Helvetica, Arial, and Garamond.

(©) - (¢) (No change.)
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$83.851. Duplication of Loans.

(a) (No change.)

(b) Married applicants, who under the
authority of Regulation B, 12 CFR,
§1002.11(c) [EFER-§20231{ey], voluntarily
apply for and maintain separate accounts,
and who have the ability fo repay the
obligation, will not violate the prohibition
on duplicate loans.

(c) (No change.)

$83.858. Full Disclosure Requirements--
Open-End and Revolving Loan Plans.

(a) Any advertisement of an open-end or
revolving loan plan that states any of the
specific terms of that plan, must also clearly
and conspicuously state [set—forth] the
following items:

(1) - (5) (No change.)

(b} For purposes of this section,
compliance by an authorized lender with the
federal Truth in Lending Act and its
implementing regulations relating to open-
end credit transactions will constitute
compliance with the Texas Credit Title.

Certification

This agency hereby ceriifies that the

" adoption has been reviewed by legal counsel

and found to be within the agency's legal
authority to adopt.

Issued in Austin, Texas on June 20,
2014,

Sealy Hutchings
General Counsel
Office of Consumer Credit Commissioner
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D. Office of Consumer Credit Commissioner

3. Discussion of and Possible Vote to Take Action on the Readoption of
7 TAC, Chapter 83, Subchapter A, Concerning Rules for Regulated
Lenders, Pursuant to the Completed Rule Review.

PURPOSE: Pursuant to Texas Government Code, §2001.039,
the agency has completed the review of 7 TAC, Part 5, Chapter
83, Subchapter A. The notice of the review was published in the
Texas Register as required on March 21, 2014 (39 TexReg
2147). The commission received no comments in response to
that notice. The commission believes that the reasons for
initially adopting the rules contained in this subchapter continue
to exist. As a result of internal review by the agency, the
commission has determined that certain revisions are
appropriate and necessary, which were previously proposed and
published for comment. The commission is concurrently
adopting amendments to 7 TAC, Chapter 83, Subchapter A,
presented separately in these materials.

RECOMMENDED ACTION: The agency requests that the
Finance Commission approve and adopt the rule review of
Chapter 83, Subchapter A as the reasons for these rules
continue to exist. '

RECOMMENDED MOTION: T move that we find that the
reasons for adopting Chapter 83, Subchapter A continue to. exist
and that the rules are reproposed and readopted.
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ADOPT RULE REVIEW -

7TAC,PART 5
CHAPTER 83, SUBCHAPTER A
Page 1 of 1

Title 7. Banking and Securities
- Part 5. Office of Consumer Credit Commissioner

Chapter 83. Regulated Lenders and Credit Access Businesses
Subchapter A. Rules for Regulated Lenders

The Finance Commission of Texas (commission) has completed the review of Texas
Administrative Code, Title 7, Part 5, Chapter 83, Subchapter A, concerning Rules for Regulated
Lenders. Chapter 83, Subchapter A contains Division 1, concerning General Provisions
(8883.101 - 83.102); Division 2, concerning Authorized Activities (§§83.201 - 83.205); Division
3, concerning Application Procedures (§§83.301 - 83.311); Division 4, concerning License
(§§83.401 - 83.408); Division 5, concerning Interest Charges on Loans (§§83.501 - 83.505);
Division 6, concerning Alternate Charges for Consumer Loans (§§83.601 - 83.606); Division 7,
concerning Interest and Other Charges on Secondary Mortgage Loans (§§83.701 - 83.708);
Division 8, concerning Refunds for Precomputed Loans (§§83.751 - 83.758); Division 9,
concerning Insurance (§§83.801 - 83.812); Division 10, concerning Duties and Authority of
Authorized Lenders (§§83.826 - 83.838); and Division 11, concerning Prohibitions on
Authorized Lenders (§§83.851 - 83.862). The rule review was conducted pursuant to Texas
Government Code, §2001.039.

. Notice of the review of 7 TAC, Chapter 83, Subchapter A was published in the Texas
Register as required on March 21, 2014 (39 TexReg 2147), The commission received no
comments in response to that notice. The commission believes that the reasons for initially
adopting the rules contained in this subchapter continue to exist.

As a result of internal review by the agency, the commission has determined that certain
revisions are appropriate and necessary. Those amendments were published in the April 25,
2014, issue of the Texas Regzster (39 TexReg 3333). Upon receipt of no written comments on the
amendments, the commission is concurrently adopting the’ amiendments to 7 TAC, Chapter 83,
Subchapter A, which are published elsewhere in this issue of the Texas Register.

Subject to the adopted amendments to Chapter 83, Subchapter A, the commission finds that
the reasons for initially adopting these rules continue to exist, and readopts this subchapter in
accordance with the requirements of Texas Government Code, §2001.039,

This concludes the review of 7 TAC, Part 5, Chapter 83, Subchapter A.
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